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AN ANALYSIS OF THE FARMERS HOME ADMINISTRATION'S 
MAJOR FARM LOAN PROGRAMS
Eddy L* LaDue
The Farmers Home Administration (FmHA) is the primary government lender 
serving agriculture. As such, a high proportion of national agricultural credit policy is 
affected through FmHA. Although some credit is supplied to farmers through the 
Agricultural and Stabilization Conservation Service (ASCS) and the Commodity Credit 
Corporation (CCC), these programs are designed to facilitate commodity price support 
programs and, thus, reflect agricultural credit policy only peripherally. In addition, 
some credit was extended to farmers during and after 1976 by the Small Business 
Administration (SBA). However, it is FmHA that carries out most of the agricultural 
credit policy that requires direct government lending activity.
In its role as government lender, FmHA's lending program and policies emanate 
from the mandates of Congress. This leads the agency to assess its own performance 
in terms of the degree to which it has carried out the programs as designed by 
Congress. Evaluation tends to be in terms of dollars loaned, number of borrowers and 
similar characteristics. The more basic question as to whether the programs, as 
carried out, are meeting the basic goals which precipitated the specific programs is 
seldom addressed.
This study focuses on the three major farm loan programs; Farm Ownership 
Loans, Operating Loans and Emergency Loans. The intent of this study is to 
contribute to the assessment of these FmHA programs at three levels; (1) who is being 
served, (2) how successful are the programs, and (3) what factors are related to 
success or failure. This is accomplished by assessing the characteristics of new 
borrowers, continuing borrowers and former borrowers.
The Loan Programs Studied
Farm Ownership Loans (FO) are made to the operators of not larger than family 
size farms and may be used to purchase farms, enlarge farms, construct or improve 
farm homes or other farm buildings, develop water supplies, improve farmland, provide 
drainage, refinance debt and other similar activities. Loans are secured by mortgages 
on real estate with additional security sometimes required. Loans are amortized over 
40 years or less. Most of the loans referred to in this study were made when the FO 
loan limit was either $100,000 or $200,000.
Farm Operating Loans (OL) are made to the operators of not larger than family 
size farms and may be used for the purchase of livestock and machinery, operating 
expenses, repairs, family living expenses, refinancing debt and other similar activities. 
Loans are secured by a lien on crops produced, livestock, machinery, supplies and other 
personal property. Loans are made for periods of up to seven years. Most of the loans 
referred to in this study were made when the OL loan limit was $100,000.
Emergency Loans (EM) are made to established farmers or ranchers who have 
suffered property damage or crop losses from a natural disaster in areas declared 
eligible for assistance. Loans are made to repair, replace or restore damaged property 
and for investments required to facilitate financial recovery of the business. Loans 
may be made for any term up to 40 years depending on the purpose of the loan and the 
type of security provided. Loans referred to in this study were made when there was 
no limit on the maximum loan size.
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THE DATA
The data were collected during 1978-79 by the FmHA in conjunction with the 
Economic Research Service (ER5) o f  the U.S. Department of Agriculture. The list of 
borrowers from which the sample was drawn included all those with FO, OL or EM 
loans who had either severed their relationship with FmHA during 1977 or who had 
outstanding loans as of January 1, 1978.
Sample Definitions and Procedure
The data were collected for a stratified random sample of all FmHA borrowers 
in the United States. The strata consisted of four mutually exclusive groups of 
borrowers defined as follows;
(1) Collection Only and Unsatisfied Accounts - Includes borrowers with open 
judgment accounts and those who have been placed in collection only status. 
Collection only includes borrowers who still owe FmHA funds but FmHA sees little 
hope of collecting these funds unless the borrower's status changes unexpectedly.
FmHA has a five year waiting period before these people can be written off. 
These borrowers were active in the sense that they still owed money to FmHA. 
However, FmHA's involvement was restricted to collection of outstanding balances in 
contrast to their normal interaction with borrowers on farm management and finance 
issues.
(2) Active Borrowers - Those borrowers who had a loan outstanding with FmHA as of 
January 1, 1978 were not in collection only, and did not have judgments processed 
against them. Some of these borrowers may have had a loan assumed. However, they 
have at least one loan that remains outstanding.
(3) Write-Off in 1977 - Includes borrowers for whom FmHA wrote o ff an outstanding 
loan balance during 1977. Most of these result from a write-off of the remaining 
balance after a foreclosure, voluntary conveyance or assumption of part of the loan by 
another borrower. This category also includes borrowers with closed judgment 
accounts where the judgment was paid-in-full but was insufficient to cover the loan 
and closed judgment accounts where part or all of the judgment was written off.
W  Paid-in-Full During 1977 - Borrowers who paid their last remaining FmHA loan 
during 1977. They had no loans in collection only and no active loans outstanding. 
This also includes borrowers for whom; (1) the entire loan balance was assumed by 
another borrower, (2) the value of property voluntarily conveyed to the government 
equalled or exceeded the loan balance outstanding, and (3) the value of property 
acquired through foreclosure was greater than the loan outstanding.
The paid-in-full category makes no distinction between successful borrowers who 
repaid their loans in the normal course of events, and unsuccessful borrowers who 
repaid their loans after selling out. When considered together these four categories 
provide a complete representation of the people obtaining credit from FmHA for the 
first time, those remaining with FmHA and those leaving. In a sense, this procedure 
treats FmHA service as a conduit and these categories measure those entering the 
conduit, those remaining in it and those exiting from it.
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The sample was drawn from a complete list of borrowers in each category by the 
FmHA finance office in St. Louis. Each category was sampled randomly and 
independently. A random starting point was established for each list and then every 
"Xth" borrower was selected, where X is 1/sampling percentage rate. The sampling
rates used were;
Collection Only 50%
Active 3.33%
Write-Off 100%
Paid-in-Full 10%
Data Collection
Each FmHA county supervisor was sent a list of borrowers located within their 
jurisdiction who were included in the sample. Accompanying this list of borrowers was 
a set of instructions detailing the information requested and how the required 
information was to be prepared and returned. The information included:
(1) The oldest application form on file for the borrower. As long as the borrower's 
application with FmHA was uninterrupted, these data represent the status of the 
borrower at the time FmHA started providing services to this individual.
(2) Copies of Farm and Home Plans (form FmHA 431-2) developed for the borrower. 
This form provides both balance sheet and income data about the business. Particular 
stress was placed on getting a complete Farm and Home Plan including an actual 
credit statement and operating income and expense data covering the 1977 year.
(3) Supplemental questionnaire designed to elicit information about the borrower 
that are not collected on any of the standard forms. This questionnaire was completed 
by the county supervisor.
(4) The transaction record dated January 1, 1978 for each loan outstanding. This 
record indicates the outstanding balance and payment record for the loan.
(5) Copies of forms used to report special actions relative to the borrower. These 
forms were used for relatively few borrowers, but provided the detail necessary for 
completely understanding potential loss situations. These forms were:
(a) Settlement of indebtedness by cancellation, charge-off, compromise or 
adjustment (FmHA 456-1 or 456-2)
(b) Assumption (FmHA 460-1)
(c) Property acquired by government (FmHA 464-6)
(d) Release from liability (FmHA 465-8)
(e) Judgment (FmHA 455-20 or FmHA 219)
(f) Mortgaged real estate sold (FmHA 465-6A)
Most of the data requested should have been on file in the county office. 
However, a procedure for collection of missing 1977 Farm and Home Plan data by 
mail, with phone follow-up, was described for supervisors. The initial and follow-up
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letter, as well as the forms to be completed and a list of tips for completing such 
forms, were provided*
Supervisors were asked to identify by code number the kind of enterprises on the 
farm and the type of other lenders from whom the borrower had obtained funds as 
listed on the application form and Farm and Home Plan* This was necessary because 
of the overlapping use of words to identify enterprises and the use of specific names 
for lenders* For example, cows may be either beef or dairy, beans either soybeans or 
kidney beans, and John Hancock could be a local farmer or an insurance company* 
Supervisors were also asked to check over each form before sending it, to ensure that 
it was legible, complete and accurate* The data were mailed to the national FmHA 
office and then forwarded to ER5 in Washington, DC*
Response Rates
Response rates were quite high for a mail survey and showed reasonable 
consistency between the different categories of borrowers (table 1}* However, when 
viewed as the response of the personnel of an agency to a request from the agency 
head office the response rate was not impressive*
Table 1* RESPONSE RATES
FmHA Survey, 1978
Borrower
Classification
Total
Population
Sample
Size
Number of 
Respondents
Response
Rate
Collection Only ■ 1,684 842 500 59%
Active 185,520 6,184 4,413 71%
Write-Offs 432 432 296 69%
Paid-in-Full 19,850 1,985 1,355 68%
TOTAL 207,486 9,443 6,564 70%
After allowing for editing deletions, the final response rates taken over all 
borrowers were as follows for each source of information; supplemental questionnaire 
65 percent, application forms 60 percent, and 1977 Farm and Home Plans 39 percent* 
Between borrower categories these final response rates were also reasonably 
consistent for the questionnaire and the application forms, but not for the Farm and 
Home Plans* Farm and Home Plan final response rates varied. from a low eight 
percent for collection only borrowers, to 18 percent for write-offs, 26 percent for 
paid-in-fulis and 48 percent for active borrowers*
The low response rates for collection only and write-off borrowers can be 
attributed to the limited interaction which FmHA has with these borrowers* 
Collection only loans are carried for five years before being written off, thus, it is 
probable that many of the borrowers in these two categories could not have been 
located* For those who were located, it would be unrealistic to expect a high
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level of cooperation given the status of their relationship with FmHA. For borrowers 
from whom 1977 Farm and Home Plans were not available the supervisor was asked to 
estimate assets, liabilities and income on the supplemental questionnaire.
Obtaining Farm and Home Plans from paid-in-full borrowers could also be 
expected to be difficult. Many of these borrowers would feel that they no longer had 
any obligation to FmHA since they no longer owed them any money. The low 
percentage of active borrowers for whom a Farm and Home Plan was received was 
surprising. Since FmHA regulations require a complete Farm and Home Plan for 
each borrower, the absence of completed plans by late 1978, when the data were 
requested, implies a considerable shortfall in compliance with that regulation at the 
county level.
Editing
Due to the nature and size of the data set, several levels of editing were 
instituted. Upon receipt of the data, ERS checked to ensure that the information 
received was, in fact, for borrowers in the original sample. Any substitutions were 
discarded. The remaining data were then organized and identified for keypunching. 
The data were keyed to tape and then ERS checked for keypunch errors by comparing 
a sample of keypunched data with the original data. The error rate observed was 
deemed to be within acceptable limits. Following the keypunch error check, the data 
tapes and original forms were sent to Cornell University in the Spring of 1980.
Data received from the ERS by Cornell University were then subjected to a 
series of range and consistency checks. A computer edit routine was developed which 
identified variables with; (1) values outside of a "normal" range, (2) values which were 
inconsistent within and between the different sources of information, and (3) variables 
with addition or subtraction errors. Errors identified by this routine were reviewed 
and corrected by Cornell employees with accounting and finance training and 
agricultural experience. This edit routine was repeated three times.
In spite of efforts to have the supervisors check the data and to check keypunch 
accuracy, numerous errors were found during this edit process. The keypunch error 
rate was high!/, a high proportion of application forms and Farm and Home Plans had 
mathematical errors, were inaccurately completed or incomplete. In many cases 
complete data were presented on the form but were inaccurately entered. 
Inconsistent units were often used; for example, selling 10 tons of corn at $3.00 per 
bushel.
Indexation of Financial Data
To compare changes in the values of items over time and to appropriately 
compare farms that obtained their first loans from FmHA in different years, an 
indexation of financial data was required. All items were indexed to 1977 dollars. The 
indices used are as follows:
i f  In at least one case a change in the keypunch procedure for a set of variables 
occurred in the middle of the keypunch process and the data keypunched prior to the 
change were not corrected. This was not considered as part of the edit process.
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Financial Item Index Used
Income
Real Estate 
Livestock
Machinery
Personal Property
Parity index of prices paid by farmers 
Land Value index
Index of prices received by farmers for 
livestock products 
Index of prices paid by farmers for 
motor vehicles and machinery 
Parity index of prices paid by farmers
The parity index of prices paid by farmers for commodities and services, 
including interest, taxes and wages rates was used because it was considered the best 
measure of changes In the purchasing power of retained farm income* Net worth was 
indexed by using the same percent equity In 1977 dollars as existed in the year of the 
data* Thus, debt and equity were calculated from the indexed value of total-assets*
WHO IS BEING SERVED - NEW BORROWERS?
Studies of the characteristics of new FmHA FO and OL program borrowers 
conducted In 1956 and 1966 (Bierman and Case, Herr 1969, Herr 1970) found FmHA 
borrowers to be younger than the average of all farmers and younger than borrowers 
from commercial banks and. the Farm Credit System* FmHA borrowers also had lower 
equities, were more likely to be tenants, and operated smaller businesses than 
operators borrowing from other lenders. These researchers reported that. In general, 
borrowers obtaining loans from FmHA ''comprised a special group who apparently 
could not have obtained similar loans from other sources" (Herr 1970)* Similar studies 
for historical time periods have not been conducted for the EM programs*
AH borrowers in the data set who had applied for and obtained their first FmHA 
loan during 1977 were isolated to determine the characteristics of new FmHA 
borrowers* Including only those who applied for and obtained loans in 1977 omits those 
borrowers who applied in 1976 for loans received in 1977* However, there is little 
reason to believe that those excluded would have basically different characteristics 
than those who both applied for and received loans In 1977*
Age
Although the proportion of U.S. farm operators who were under 35 years of age 
increased between the 1960s and 1970s, the proportion of FmHA FO borrowers under 
35 expanded more rapidly than the general population. The percent of FmHA 
borrowers under 35 years of age increased from one-third to approximately one-half of 
all FO borrowers (table 2). The proportion of FO borrowers over age 55 remained 
relatively constant as did the proportion of all farmers who were over 55 years. The 
shift, therefore, is not from old borrowers to young borrowers, but a tendency to make 
loans to somewhat younger borrowers.
The OL program moved strongly toward service to younger borrowers (table 3). 
As of 1977 over half of the borrowers were under 35 years of age. The percent of 
borrowers in each of the older age groups declined.
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Table 2. PERCENTAGE DISTRIBUTION OF FARM OPERATORS BY AGE 
NEW FARM OWNERSHIP BORROWERS AND ALL U.S. FARMERS
FmHA Farm 
Ownership Borrowers 
Operator Age *1966&/ 1977
All U.S. Farmers 
1%W T ~ ~  I978E/
(years) ^ —™ ™ _ — --Percent
Less than 25 33
12 11
3
25 to 34 37 13
35 to 54 56 39 48 44
55 to 64 11 8
24 24
65 and over 4 17 16
Census of Agriculture, 1964 
b/ Census of Agriculture, 1978 
c/ Herr, William McD., 1970
Table 3. DISTRIBUTION OF FARM OPERATORS BY AGE
NEW OPERATING AND EMERGENCY LOAN BORROWERS
FmHA Operating FmHA Emergency
Loan Borrowers Loan Borrowers
Operator Age 1966§/ 1977 1977
( yearsj Percent of Borrowers
Less than 25 
25 to 34 
35 to 54 
55 to 64 
65 and over
31
21 9
37 29
50 30 47
19
10 12
2 3
a/ Herr, William McD., 1970
The age distribution of EM borrowers was more like the average of all U.S. 
farmers than either of the other two groups. However, even that group has more 
borrowers under 35 and fewer borrowers over 55 than is found in the population of all 
farmers. There are at least two explanations for this result. First, a high proportion 
of current OL and FO borrowers who qualify for EM loans are likely to obtain them 
because they already have developed a working relationship with FmHA. Second, 
many older farmers who suffer disaster losses will be able to borrow from conventional
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sources and, thus, will not meet the test for credit. Some such borrowers may also 
feel some pride in not "having" to go to FmHA for credit.
Education
The education levels of borrowers in all three loan programs were quite similar 
(table 4). About 60 percent of the borrowers had eight to 12 years of schooling. About 
a quarter of all borrowers had training beyond the high school level. A slightly higher 
proportion of borrowers in the OL and EM programs have more than two years of 
college.
Table 4. DISTRIBUTION OF FARM OPERATORS
BY EDUCATION LEVEL 
NEW FmHA BORROWERS, 1977
Education Level 
or Type
Ownership
Loan
Operating
Loan
Emergency
Loan
(years) ---Percent of Borrowers—
Less than 8 17 15 16
8 to 12 60 59 60
13 to 14 18 15 12
15 to 16 4 6 11
17 or over 1 5 1
Agricultural Education:
High School 47 49 51
College Level 15 12 15
None 38 39 34
About half of all borrowers had received agricultural training at the high school 
level. This could include either vocational education while in high school or young 
farmer agricultural education provided by the high school after graduation. Although 
about 25 percent of ail borrowers have college level education, that college level 
training was in agricultural field only about 60 percent of the time.
Between 35 and 40 percent of all borrowers received no formal training in 
agriculture. For these borrowers their training in agriculture must come from their 
farm experience. Ninety-nine percent of the borrowers in all three programs had some 
farm experience. Eighty-five percent obtained their experience on the home farm 
while the other 14 percent worked on farms not owned by the family.
Tenure
The predominant tenure arrangements for FO borrowers in 1977 was part owner 
with operators divided about evenly between those who were primarily owners and 
those who were primarily renters (table 5). A borrower is defined as primary owner if
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half or more of the operated land is owned by the borrower. Compared to 19 
(table 6), more 1977 FO loans were made to part owners and fewer to full owners 
Borrowers are apparently renting additional land to expand size of b u s in e s s  before 
making the step to purchase. Nearly half of all borrowers were renting more than half
of their cropland at the time they obtained an operating loan.
PERCENTAGE DISTRIBUTION OF 
FmHA BORROWERS BY TENURE 
NEW FmHA BORROWERS, 1977
Tenure
Class
Full Owner
Primary Owner 
Primary Renter 
Tenant 
Not Farming
Ownership
Loan
Operating
Loan
Emergency
Loan
--Percent of Borrowers— -------------- -
25 18
21 10
22 15
25 40
7 17
23
18
29
30
Table 6. PERCENTAGE DISTRIBUTION OF FARM OPERATORS BY 
TENURE 1966 FmHA BORROWERS and 
ALL U.S. OPERATORS 1964 and 1978
Tenure
Class
Full Owner 
Part Owner 
Tenant 
Not Farming
1966 FmHA Borrowers 
Ownership Operating
All U.S. Farm Operators 
1964 1978
■Percent of Borrowers—
35
33
26
6
26 58 58
26 25 29
38 17 13
10 — —
Source: Herr, 1969; Herr, 1970; 1974 Census of Agriculture, 1978 Census of 
Agriculture.
Between the 1960s and the 1970s the tenure status of OL borrowers changed very 
little. Approximately two-fifths of the borrowers are tenants and a quarter are part 
owners. The major change over the decade was a decline m the proportion who were 
full owners and an increase in the proportion who were just starting m farming and, 
thus, were not farming at the time they applied for the loan.
Page 10
Nearly half of all EM borrowers were part owners. Although the proportion of 
an u.5. larm operators who are part owners increased between the 1960s and 1970s 
(table 6), the proportion of EM borrowers who are part owners far exceeds the 
proportion found in the general population. Emergency Loan borrowers were also more 
likely to be tenants than average U.S. farm operators.
Resources Used
Ownership and OL borrowers operated similar size farms in terms of both total 
acres and acres of cropland (table 7). Ownership Loan borrowers had $102,000 total 
assets while OL borrowers had somewhat less. Ownership Loan borrowers already 
owned $55,000 worth of real estate at the time they applied for their loan. This was 
somewhat higher than the amount owned by OL borrowers in spite of the fact that OL 
borrowers owned somewhat fewer acres. The apparent higher real estate values for 
FO borrowers is explained by the type of farming. Fifty-eight percent of the FO 
borrowers had livestock or fruit operations which are likely to have more buildings or 
improvements on the land or vegetable operations which normally use higher value 
land. Only 46 percent of OL borrowers had such operations.
Table 7. RESOURCES USED BY FmHA BORROWERS
BY LOAN PROGRAM 
NEW FmHA BORROWERS, 1977
Item
Loan Program
Ownership Operating Emergency
Total Acres
Operated 275 278 536
Owned 137 164 250
Crop Acres
Operated 211 191 333
Owned 87 110 170
Total Assets $102,000 $80,000 $202,000
Real Estate 55,000 41,000 115,000
Nonreal Estate 47,000 39,000 87,000
Total Debt $ 45,000 $43,000 $ 97,000
Real Estate 16,000 19,000 42,000
Nonreal Estate 29,000 24,000 55,000
Net Worth $ 57,000 $37,000 $105,000
Percent Equity 56 46 52
Borrowed for 
Operating
Last Year $ 11,000 $16,000 $ 39,000
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Both OL and FO borrowers were quite highly leveraged. However, FO 
borrowers had significantly more equity than OL borrowers. This difference is likely 
necessary given the character of the loan each is requesting. Many operating loans 
will be self liquidating in less than a year while the payback period on an ownership
loan will normally be many years.
Operating Loan borrowers, when compared to FO borrowers, had borrowed 
greater amounts for operating expenses in the year before applying for a loan. Again, 
this lower level for FO farms is likely caused by the higher number of livestock 
enterprises, where income is frequently received more uniformly throughout the year. 
The OL data also reflect a greater number of beginning farmers who have developed 
less of an Internal cash resource base from which to draw upon for seasonal needs.
Emergency Loan borrowers have a basically different resource base than the FO 
and OL borrowers. Emergency Loan borrowers had nearly twice as many total acres 
and two-thirds more cropland. Total assets were also about double those of farmers in 
the other two programs. However, EM borrowers were also highly leveraged. They 
had nearly twice as much debt resulting in a similar percent equity or leverage ratio to 
that experienced by borrowers in the other programs. Emergency Loan borrowers also 
borrowed two to three times as much for annual operating expenses.
The basically different character of EM borrowers is also indicated by the 
distribution of borrowers by asset level (table 8). Two-thirds to three-quarters of the 
FO and OL borrowers had less than $100,000 of assets. Many fewer EM borrowers had 
a total investment that was that small. A much higher proportion of the EM borrowers 
had assets over $400,000. Further, the level of assets for those with over $400,000 is 
higher The FO and OL borrowers with the most assets owned about >800,UOU in iarm 
property and owned about $450,000 in debt. The largest EM farm in the sample had 
assets of $2.4 million and debts of $1.6 million.
Table 8. DISTRIBUTION OF FmHA BORROWERS BY 
TOTAL ASSETS AT TIME OF APPLICATION, 1977
Loan Program
Total Assets Ownership Operating Emergency
—-— ™ ~~LTI7~___percent of Borrowers
Less than $100,000
100.000 to 199,999
200.000 to 299,000
300.000 to 399,999
400.000 and Over
66
21
8
2
3
74
16
5
2
3
44
26
13
4
13
Although the absolute size of FO and OL borrower farms have 
increased between 1966 and 1977, the relative size is about constant for FO borrowers 
and has increased modestly for OL borrowers (table 9). In both cases, the average size
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remains less than half the size of the average U.S. farm. Emergency Loan borrowers 
are somewhat below the U.S. average in size but much nearer to the average size than 
borrowers from either of the other two programs.
Table 9. RELATIVE SIZE OF NEW FmHA BORROWER FARMS
BY LOAN PROGRAM, 1966 and 1977
Loan
Program 1966 1977
-Assets as a % of U.S. Average-
Ownership 38 40
Operating 21 31
Emergency b / 80
Average U.S, Assets 
Per Far miR $80,000 $234,000
~  F °r comparability with the average date of balance sheet preparation, 
January 1, 1966 data were used for 1966 and the average of January 1, 1977 and 
January 1, 1978 used for 1977. The 1966 data are for a fiscal year while the 1977 data 
are for a calendar year.
£' Not available.
Resource Quality
It is sometimes alleged that FmHA borrowers use lower quality resources than 
other farmers. In an attempt to assess resource quality, county supervisors were 
asked to assess the character of the physical resources on the farm business.
Building quality was slightly lower on OL than FO farms (table 10). Since 
OL farms are frequently rented or leased, the minor difference observed is not 
surprising. Ownership and EM borrowers had similar building quality. Over one- 
third of all borrowers had buildings that were judged to be of only fair or poor quality.
Surprisingly, given the level of concern about the excess machinery frequently 
expressed by academicians and lenders, few of these new FmHA borrowers were 
judged to have more machinery than necessary. Emergency Loan borrowers had too 
much machinery slightly more frequently than borrowers for the other two programs. 
About two-thirds of the borrowers were judged to have about the right amount of 
machinery. Few had inadequate machinery. Machinery condition was quite uniform 
among the programs. Approximately 20 percent of all borrowers had machinery in 
either fair or poor condition.
Soil quality is relatively uniform among the loan programs. Less than 30 percent
of the farms had fair or poor land* Over half were on land that was characterized as
"good”.
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Table 10. CHARACTER OF RESOURCES USED BY 
NEW FmHA BORROWERS BY LOAN PROGRAMS, 1977
Resource & 
Quality Level
Loan Program _
Ownership Operating Emergency
“ ~ T ..„„ZITpercent of Borrowers— —— ——
Building Quality 
Excellent
Very Good 
Good 
Fair 
Poor
7
16
40
31
6
5 5
7 12
40 46
38 27
10 10
Machinery Quantity 
Excessive
More than Necessary 
About Right 
Sufficient 
Inadequate
0 1
3 4
71 65
22 25
4 5
0
7
65
23
5
Machinery Condition 
Excellent 
Good 
Average 
Fair 
Poor
c i
«  <U w
30 35 32
18 15 16
3 2 2
Soil Quality 
Excellent 
Very Good 
Good 
Fair 
Poor
Unimportant
3
16
51
28
1
1
4 4
12 14
52 58
26 22
1 2
5 0
Employment and Income
Off-farm employment is important to a large number of OL and FO borrowers 
(table 11). For FO borrowers over half of net family income came from nonfarm 
earnings during the year immediately preceding the loan application. Nonfarm income 
made up nearly half of total earnings for OL borrowers. Although EM borrowers had 
significant nonfarm earnings, these earnings were a smaller proportion of total me 
because farm income was higher. When compared to national data on oM-tarm 
earnings, the importance of off-farm earnings is neither large nor surprising. In 1978, 
55 percent of total family net cash income for all U.S. farmers came from off farm 
sources (1978 Census of Agriculture).
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Table 11. INCOME OF NEW FmHA BORROWERS 
BY LOAN PROGRAM, 1977
Type of 
Income
Loan Program
Ownership Operating Emergency
Cash Farm 
Nonfarm 
Total
$ 3,000 
5,000 
$ 8,000
$ 6,000 
4,000 
S 10,000
$ 9,000 
3,000
V  12,000
Nearly half of the operators and one-third of the spouses on ownership farms 
worked off-farm (table 12). Somewhat fewer OL operators and only 30 percent of the 
EM loan borrowers worked off-farm. Operator earnings were much higher than spouse 
earnings, likely resulting from higher paying jobs and possibly a lower frequency of 
part-time rather than full-time employment.
Table 12. EMPLOYMENT OF OPERATOR AND SPOUSE
BY LOAN PROGRAM 
NEW FmHA BORROWERS, 1977
Loan Program
Characteristics Ownership Operating Emergency
cf Farms—
Operator works off-farm 48 41
Spouse works off-farm 32 34
Only spouse works off-farm 13 13
— Average Annual Off-farm Earnings—  
8,200 7,400 7,800
3,700 4,500 4,900
—Years Worked for Current Employer— 
Operator 6 7 g
Spouse 4 4 7
Operator
Spouse
30
29
14
Farm operators had held their current jobs for six to eight years. Spouses had 
held theirs for somewhat less time, particularly spouses of OL and FO borrowers.
Farm Records Maintained
An important factor which effects both the farm management decision making 
of the farmer and the ability of the lender to make sound loan decisions is the
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character of the business records maintained by th e g r o w e r .
two-thirds of all FmHA borrowers had records that were rated ^  ?the
(table 13). Record quality was Partl^ aHy P°D%-oSma8te?yL one-fifth of all borrowers
availability of poor records on the part oi approximately
contributes to some lending errors on the part of county personnel.
Table 13, QUALITY OF RECORDS MAINTAINED BY 
NEW FmHA BORROWERS, 1977
Quality of 
Records
Excellent
Good
Fair
Poor
Ownership
10
36
37 
17
Loan Program 
Operating
Percent of Borrowers-
S
27 
42 
23
Emergency
11
34
38
17
Most distressing is the poor quality of the y T f lr m e iM n  t e r ^ Q f^ e v e f  of 
these borrowers are much more like the average U S fa rm erm terms^
E512K2S r.-sss
lender,
•»«-- -.ass r,z S“ as
double entry accountant), such an appro reCordPkeeping efforts of the borrower, 
increasing, and possibly d ec ry in g , t ta ^ e c o r t  keeP ^8 fH o  ^  ^
However, only nine percent of FO, five percent oi anu H 
employed such a firm.
It is clear that FmHA should raise the record «q u ^ em en « for loans.
There may be basis for maintaining a *g er.*  frequently have more mature
^  «  — *
supervision, raising the standards for all borrowers is easily justified.
Credit Worthiness
From FmHA's point of view, the credit worthiness of Potential borrowers has two 
aspects. Th% f\rs\ rel^ ^  lender. For this
analysis,'dilferent criteria must be used for EM borrowers than for the other two
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d i 'f 'w tT  bTKCaUSe th!  intent o f the program and application of eligibility criteria have 
differed. The second aspect of credit worthiness is the normal creditor's concern thlt
Over three-quarters of the borrowers in the FO and OL programs had net cash 
incomes, from farm and nonfarm sources, of less than $5,000 (tab led ). Only about 10 
percent of these borrowers had cash incomes in excess of $10,000, Clearly these loans 
are being provided to individuals with very modest incomes! Y
Table 14. NET CASH INCOME YEAR PRIOR TO APPLICATION 
NEW FmHA BORROWERS, 1977
Net Cash Income^/ Loan ProgramOwnership Operating Emergency
—Percent of Borrowers--*---——-
Less than $5,000 75 SO 71 
11 10 
5 7
$5,000 - $9,999 
$10,000 - $111,999
14
9
$15,000 and over 2 4 12
From farm and nonfarm sources.
, The cash mcome levels of EM borrowers is higher than that achieved for OL and 
FO borrowers. However, these data do not represent the general income level of such 
borrowers because farmers must have a significantly below normal income (unless 
there was physical damage to farm assets) in order to qualify for emergency loans 
Since data on normal income levels are unavailable, the degree of income reduction 
experienced is unknown. It is clear, however, that incomes were generally quite low.
$25 nrnw  lh?J3L..borr° wers and 40 percent of the FO borrowers had less than
525,000 of equity at the time they applied for a loan (table 15). Given the maximum 
leverage ratios normally allowed by commercial lenders, this level of equity would 
a low control of very modest agricultural resources for most any kind of agricultural 
enterprise. At 50 percent equity, borrowers in the group would be able to control less 
than 20 percent of the $239,000 of assets (excluding households) on an average i!s !
Nearly one-third of all EM borrowers had equity in excess of $100,000, indicating 
the basically different character of these borrowers, and providing support for thf
busfnestes0"  ^The^refativ T T T  reported by this gr°up were below normal for those businesses. The relatively high proportion of EM borrowers with low equity
particularly those below $25,000, likely reflect the tendency of farmers with OL or FO 
borrowers.3^0 EM l0anS resultinS in a hi§h representation of low equity
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Table 15. TOTAL EQUITY AT TIME OF LOAN APPLICATION
NEW FmHA BORROWERS, 1977
Loan Program
Equity Ownership Operating Emergency
”  ---- — -—Percent of B orrow ers--— —
Less than $25,000 
$25,000 to $49,999 
$50,000 to $74,999 
$75,000 to 99,999 
$100,000 and over
40
23
15
5
17
53
20
11
5
11
31
14
14
10
31
Given the low cash incomes experienced by most borrowers of all three 
programs, the proportion of borrowers with both high incomes and high equity is low. 
Borrowers with cash incomes over $10,000 and with over $100»000 of equity 
represented only one, two, and nine percent of all TO, OL and EM borrowers, 
respectively. It is clear from this analysis that most FmHA OL and FO loans are 
going to low income/low equity borrowers.
In analyzing the cash flow character of a proposed loan, a lender must compare 
the estimated cash income expected to be available for debt payments in future years 
with the debt payments that would result if the loan is made. The most difficult Part 
of this analysis is estimating future cash flows. The Farm and Home Plan requires 
recording of both the planned (estimated) cash flows and actual cash flows. In 
comparing planned flows to actual flows it is clear that the planned net cash incomes 
have^ significant upward bias (table 16). Actual cash income was less than half of the 
estimated value. While nonfarm income is reasonably closely estimated, farm income 
is grossly overestimated.
Given the rapid technological change which is occurring in agriculture, a farm 
operator must make changes in the business which will improve productivity over 
time If FmHA were to fund only those who could be expected to graduate to other 
sources of credit, those receiving loans should at least be interested in improving 
productivity. However, 25 to 30 percent of the borrowers in these loan programs 
were not particularly motivated to improve productivity (table 17). This likely occurs 
because apparent management ability is not part of the eligibility criteria and county 
supervisors are required to treat all apparently similar applicants alike.
CONTINUING BORROWER CHARACTERISTICS AND PROGRESS
Many of the services provided to FmHA borrowers are supplied after the 
borrower receives his or her first loan. FmHA makes additional loans of many types, 
provides credit supervision which often contains some management advice, allows 
payment deferments and encourages forward planning. Thus, to determine who FmHA 
is really serving, it is necessary to assess the characteristics of the borrowers who 
comprise the FmHA farm loan portfolio. These characteristics are, of course,
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Importantly influenced by the new borrowers who are added each year, but are 
determined to a great extent by the activities of FmHA and the borrower after the 
initial loan is granted.
Table 16. PLANNED VERSUS ACTUAL CASH FLOW
NEW FmHA BORROWERS, 1977
Cash
Flow
Item
Loan Program
Ownership Operating Emergency
Planned Actual Planned Actual Planned Actual
Income $45)433 $34,579 $38,036 $31,731 $68,384 $61,232Expense 30,089 30,781 25,817 28,518 46,526 52*719Net Farm 15,344 3,798 12,219 3,215 21,858 8*513Nonfarm 6,180 6,088 5,935 5,489 4,977 4*739Total 21,524 9,886 18,154 8,704 26,835 13*162Family Living 5,295 5,248 5,449 5,790 6,284 6*252Available**/ s 16,229 4,638 12,705 2,914 20,551 6^910
£*/ Available for principal repayment.
Table 17. INTEREST IN IMPROVING FARM PRODUCTIVITY
NEW FmHA BORROWERS, 1977
Loan Program
Interest Level Ownership Operating Emergency
— — — —Percent of Borrowers—
Very Interested 37 31 36
Interested 38 41 34
Made Obvious Changes 19 18 20
Little Interest in Change 5 9 9
Resists Improvement 1 1 1
To assess the characteristics of continuing borrower's, data were summarized for 
all borrowers in the sample who had an outstanding loan on January 1, 1978. This 
inciudes all active and collection only borrowers as defined in the data description 
section presented earlier in this publication. This sample included approximately 
1,750 FO borrowers, 1,500 OL borrowers and 1,100 EM borrowers.
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Age
As expected the age distribution of continuing FmHA borrowers is more like that 
of the entire farm population (table 18) than the age distribution of new FmHA 
borrowers. However, the focus on younger borrowers is exhibited in the continuing 
borrower distribution; more borrowers are under 35 years of age and fewer are over 55 
years. The age characteristics of the FO and EM program borrowers were quite 
similar. The OL program clearly serves younger borrowers than either of the other 
two programs.
Table 18. AGE DISTRIBUTION OF CONTINUING FmHA
BORROWERS BY LOAN PROGRAM, 1978
Operator
Age
Loan Program All U.S. 
FarmersOwnership Operating Emergency
--------— Percent of Borrowers-— ------- Percent
Less than 25 2 7 3 3
25 to 34 22 31 21 13
35 to 44 28 27 31 44
45 to 54 25 18 25
55 to 64 17 12 16 24
65 and over 6 5 4 16
The older age of continuing borrowers could be the result of a change in program 
focus as well as normal aging of existing borrowers. However, no change in age focus 
is observed when the age of new borrowers (tables 2 and 3) are compared to the age of 
continuing borrowers at the time of their first FmHA loan (table 19). The age 
distribution at the time of the first FmHA loan are almost identical for new and 
continuing OL and FO borrowers. Continuing EM borrowers were slightly 
younger when they received their first loan than are their current new borrower 
counterparts.
Education and Experience
The education level of continuing FmHA borrowers is similar to the education of 
new borrowers (table 20). There does not appear to be an education level that results 
in stagnation of borrowers in FmHA as their lending sources. Borrowers appear to 
move through FmHA lending programs at about the same rate regardless of education 
level. This, of course, does not imply that the success rate is unrelated to education 
level but that the rate of severance from FmHA lending is unrelated to education 
level.
Nearly half of FmHA's portfolio of farm borrowers has had no formal 
agricultural training (table 21). However, close to half took vocational agriculture in 
high school. About 90 percent had no college level training in agriculture. The
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borrowers^ education of borrowers was quite similar to that of OL and FO
Table 19. AGE AT TIME OF APPLICATION FOR FmHA LOANS 
CONTINUING BORROWERS, 1978
Age
Under 25 
25 to 34 
35 to 44 
45 to 54 
55 to 64 
65 and over
_  Loan Program _______
Ownership Operating Emergency
—--— -Percent of Borrowers--—— —-— —
14 22
38 36
24 22
14 13
5 6
1 1
12
32
26
20
9
1
Tabie 20- YEARS OF EDUCATION OF
CONTINUING FmHA BORROWERS, 1978
Level of Education
Loan Program ______
Ownership Operating Emergency
0f Borrowers—— — —
8th grade or less 18
9 to 11 years 13
12 years 46
1 to 3 years college 15
4 years college 7
Advanced degree 1
19 15
14 13
43 48
15 14
7 9
2 1
As expected EM borrowers had more years of farm operating experience orior to 
obtaining this loan than did OL or FO borrowers (table 22). Those who were employed
+h other thar\ a ho™e farm generally had somewhat more years of experience
than those employed on a home farm. Those with farm experience generally had four
or more years of experience at the time their first FmHA loan was obtained.
f t a h i J ^ ^ A K  + ? n 1 o i ail FmHA borrowers had farm experience of some type 
(table 23). About 80 percent grew up on a farm. The rest gained their experience in a
variety of ways* About half of the FO and OL borrowers had operated their own farm
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prior to their first FmHA loan, indicating that Aese |°af^ ° ^ a^ r% o c o X S  
used for individuals who have manag 8 *  cu  borrowers who had not
FmHA for assistance The relatively' ' P ™ P ™ st f  mHAf i n d i c a t e s  that a
operated their own farm prior to r^ elvl"S were already FmHA borrowers with
significant proportion ° f * osa re^ d fmply that emergencies strike FmHA borrowers 
other loan programs. While this could imply b funds elsewhere, a more
more frequently than th°se . . froITI 0ther sources were able to get
likely explanation is that; (1) those . sources or (2) those who alreadys? sssr a rafs jsra.*&3
swi®  . s a r i  “ » » p - ™ -  -
Table 21.
AGRICULTURAL EDUCATION OF 
CONTINUING FmHA BORROWERS, 197S
Agricultural
Education
Loan Program
Ownership Operating Emergency
_______ Percent of Borrowers^/—
Vocational Ag (High School) 
Young Farmer Program 
Technical Ag (1 to 3 years) 
Four year Ag College 
M.S. or Ph.D. in Agriculture 
None
9
6
5
b/
if5
46
9
6
5
b/
43
44
10
7
7
b/
42
a/ Percent may exceed 100 due to multiple experience level of some borrowers, 
b/ Less than .5 percent.
Most FmHA borrowers received ^  ^ H e n c e ^ n  - a l l o t  
(table 2<0. A significantly higher ProPortl° "  i m "  operating Loan borrowers were 
1 f t  K X f o f  f r o ^ f  w file EPM borrowers were most likely
to have worked on large farms.
Resources Used
Operating ^o.^ny ° r™ ^ers^ ^ e ^otr<^^of^fe^er^owned^resourcesJ;lia ^
SomewhaTsfpHsing^y, the distribution of F C f ^ f b e S f h V f o  Toan 
the distribution for EM borrowers. ^  aPPar^ £ to’ continue with FO loans after
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Table 22,
Experience Loan ProgramOwnership Operating Emergency
— .... .
Farm Employment after Schoolina
Home Farm ' " "~ia 
Other than Home Farm
Operated Farm 
With Relatives 
With Nonfamily
Hired Farm Manager
Operated Own Farm
4.5
6.1
8.1
7.0
5.4
12.5
4.1
6.0
7.9
7.3
6.3 
11.0
4.2 
6,0
9.1
9.5
6.3 
14.6
-  Average for those with that type of experience
cause of fJ m ^ fu rV * 'ot °poor T e p a y m e n ^ p ^  machinery is a
borrowers with an excessive amount l  Performance> the proportion of FmHA
opposite appears to be true; a quite high proportion of h'oT®11 (table ,?6)' In fact> the 
had only a fair or poor amount of macWnery S *" 311 three Pro8ra™
borrowers was only slightlObOterOablO^) ^ a O tO 5 5°nAr° Ued continuing FmHA 
farms of new borrowers Stable 10)7 AlthoOh 10 buildings and machinery on the 
resources would normally be exDertfri tn g upgrading of quality of these
Farm Type
More EM K f o T e O ' a ^ f t t  " 1  ^  C3Sh * rai"  a" d da-y -
poultry farms than their OL and FO counterparts! ^  fafmS and fewer beef cow and
Records Maintained
The quality of records maintained by FmHA borrowers ann^rc + • 
as a result of their FmHA affiliation tk/ «  v* orrowers appears to improve little
FmHA borrowers (table 29), is alm’ost id S f i^ V " h T ^ m y * ^ a T n t a iL “ n ^
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borrowers (table 13). Over half of the borrowers had fair or poor records. Poor- 
records were most frequently found on OL farms. More EM borrowers use 
commercial record keeping services than did OL or FO borrowers.
Table 23. TYPE OF AGRICULTURAL EXPERIENCE OF
CONTINUING FmHA BORROWERS, 1978
______ Loan Program
Type of Experience*/ Ownership Operating Emergency
— ——  "" “  — -^---percen t of Borrowers*?^----------
None
Grew up on Farm 
Farm Work (school years)
Farm Employment After Schooling 
Home Farm 
Not Home Farm
Operated Far mg/
With Relatives 
With Nonfamily 
Hired Manager 
Operated Own Farm
1
82
37
20
8
22
4
1
53
1
82
37
20
11
22
5
2
46
1
79
37
21
7
22
3
1
61
a/ Experiences obtained prior to first FmHA loan.
bl Totals may exceed 100 percent due to multiple types of experiences by some 
borrowers.
c/ Participated in management.
SIZE OF FARM ON WHICH CONTINUING 
BORROWERS OBTAINED EXPERIENCE, 1978
nf Loan Program____________  .
Farm Ownership Operating Emergency
Part-time 11
Small 39
Medium ^5
Large 5
Percent of Borrowers'
13 7
41 33
41 49
5 11
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Table 25. TOTAL ASSETS OF CONTINUING 
FmHA BORROWERS, 1978
Total Assets
Loan Program
Ownership Operating Emergency
—————Percent of Borrowers-
$100,000 or less 30 52 27
100,001 to 200,000 33 27 27
200,001 to 300,000 20 13 18
300,001 to 400,000 8 4 11
400,001 to 500,000 5 2 £
Over $500,000 4 2 11
Table 26. MACHINERY QUANTITY ON FARMS OF
CONTINUING FmHA BORROWERS, 1978
Loan Program
Quantity Ownership Operating Emergency
Percent of Borrowers— —
Excessive 1 1 1
Good 5 6 8
Average 66 63 69
Fair 24 25 19
Poor 4 5 3
The generally low quality of records maintained by both new and continuing 
borrowers indicates that FmHA needs to take a stronger stand on the need for good 
records and should put more effort into providing record keeping assistance. Although 
many county supervisors rightly claim they cannot be an expert in all phases of 
modern farm or ranch management, they should be capable of providing assistance in 
record keeping. Records analysis is an important part of loan making, thus, requiring 
a high level of record keeping expertise among all loan officers. However, record 
keeping is a time consuming activity. If loan officers are to put effort in this area 
staffing levels would need to be commensurate with accomplishment expectations.
Productivity
An important factor influencing the profitability and progress of farm businesses 
in today’s technologically based agriculture is the effort made by the manager to keep 
intellectually current and improve productivity. Surprisingly, one-third of ail FmHA
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borrowers were not particularly interested in improving productivity (table 30). The
level of interest in improving productivity was uniform among ail three program
areas.
Table 27. RESOURCE QUALITY ON FARMS OF
CONTINUING FmHA BORROWERS, 1978
Resource and Loan Program
Quality Ownership Operating Emergency
Soil
Excellent 2 2 l
Very Good 15 14 17
Good 54 53 56
Fair 26 26 23
Poor 1 3 2
Unimportant 2 2 0
Buildings
Excellent 6 b
Very Good 16 12 16
Good 46 42 45
Fair 27 33 27
Poor 5 8 6
Machinery
Excellent 4 4 b
Good 36 35 41
Average 41 39 37
Fair 16 17 14
Poor 3 5 2
Success
One potential problem with a government sponsored lending program which 
serves as a lender of last resort is that the program may tend to serve less successful 
farmers and that such farmers will require continued assistance resulting in a large 
number of borrowers who are never able to graduate to other sources of credit. Since 
one method of removing delinquency from a portfolio is to lend more money, part of 
which is used to make current debt payments, a low delinquency portfolio using such a 
practice would end up with a large proportion of long term borrowers who had made 
little progress. If that occurred one would expect to find large numbers of marginal 
borrowers in the portfolio who had been borrowers for a long period of time. Based on 
the county supervisor evaluation of the degree of success made by continuing 
borrowers the number of struggling and marginal borrowers is quite high (table 31). 
However, it is not excessive relative to what might be expected. The lowest success
Page 26
thIeoTChUrred am° ng ° L borrowers* About two-thirds of the FO and EM and half of 
the Oh borrowers were considered to be successful or progressing.
Table 28. CONTINUING FmHA BORROWERS BY FARM TYPE, 1978
Farm Type
_ ______  Farm Program
Ownership Operating Emergency
— ...------ -----—Percent of Farms--------------- —
Dairy 19
Poultry 5
Hog 8
Fruit 1
Vegetable 1
Beef Feeding 3
Beef Cow 22
Sheep a/
Wheat 4
Cash Grain 19
Tobacco 4
Cotton 3
Other 11
a/ Less than one percent
22 19
3 a
6 9
1 1
2 1
2 4
20 14
a / i
2 2
17 25
8 4
4 9
13 11
QUALITY OF FARM RECORDS MAINTAINED 
BY CONTINUING FmHA BORROWERS, 1978
Quality of 
Records
Loan Program
Ownership Operating Emergency
—----- -Percent of Borrowers' '
Excellent
Good
Fair
Poor
Using Commercial Records
8
35
41
16
8%
7
29
41
23
6%
8
37
40
15
14%
When borrowers are sorted by the duration for which they have received FmHA 
assistance there is a modest decline in the proportion of successful and progressing 
borrowers during the first 15 years (table 32). This is particularly obvious when the
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marginal and progressing borrowers are compared. The reason for the sharply better- 
rating for borrowers with over 15 years of FmHA assistance is unclear. It may reflect 
borrower selection at the time the loan was made since a more socially active position 
was taken by FmHA programs in the early 1960s.
Table 30. CONTINUING BORROWER INTEREST IN 
IMPROVING PRODUCTIVITY, 1978
_____________ Loan Program_____________
Level of Interest Ownership Operating Emergency
— _ - — --—Percent of Borrowers— -■—
Very Interested 
Interested
Makes Obvious Changes Only 
Little Interest in Improvement 
Resists Improvement
30
34
23
11
2
29
33
22
13
3
36
33
20
10
1
Table 31. SUCCESS OF CONTINUING
BORROWER'S FARM BUSINESS, 1978
Loan Program
Level of Success Ownership Operating Emergency
------- ~  ---------- -Percent of Borrowers---- --------
Successful 
Progressing 
Struggling 
Marginal
Unlikely to Succeed
31 20 25
36 33 36
19 24 23
10 14 11
4 9 5
One factor which influences the composition of the continuing borrower portfolio 
is graduation. If FmHA is efficiently doing its job of helping people get on, or back 
on. their feet and then graduating them to other lenders, there should be few long 
term FmHA borrowers. Because FO loans are generally made to purchase real estate 
and because the gradual process of graduation usually involves first shifting short- and 
intermediate-term loans to other sources, it is not surprising that FO borrowers have 
received FmHA assistance for longer periods than OL or EM borrowers (table 33). 
Borrowers appear to be moving through the system in a somewhat normal fashion. 
There is no evidence that large numbers of borrowers are staying with FmHA for 
excessively long periods of time.
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Table 32. PERIOD FARMER HAS RECEIVED FmHA LOANS
AND SUCCESS RATING, 1978
Years as an
FmHA Borrower
Current Level of Success
Successful Progressing
Success
Probable Marginal
Unlikely 
to Succeed
Ownership Loans
Less than 5 30 40 20 7 36 to 10 30 38 18 10 q
11 to 15 26 32 22 15 5
16 and over 41 26 20 10 3
Operating Loans
Less than 5 19 35 25 13 8
6 to 10 24 32 19 14 1111 to 15 16 30 27 18 916 and over 31 28 23 12 6
Emergency Loans
Less than 5 26 38 21 10 5
6 to 10 20 36 24 12 8
11 to 16 20 32 26 12 10
16 and over 31 24 27 15 3
Table 33. NUMBER OF YEARS FmHA ASSISTANCE 
HAS BEEN RECEIVED 
CONTINUING FmHA BORROWERS, 1978
Years Since 
First Loans*/
Loan Program
Ownership Operating Emergency
5 or less
6 to 10
11 to 15 
16 to 20 
21 to 25 
over 25
-"““-“-—"Percent of Borrowers-
34 57 
30 24
22 13 
8 5
68
16
11
4
b)
-  First loan may not be of same type as is currently outstanding. For example, the
first loan may have been an Operating Loan but the borrower 
Ownership Loan.
£' Less than 0.5 percent.
may now have an
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One would expect that borrowers who had been with the FmHA for 15 years 
should be able to graduate if they are going to. This relatively small group of 
borrowers may represent either; (1) laxness on the part of FmHA in forcing graduation, 
or (2) use of these programs for social purposes. Social use of FmHA programs has 
received varying degrees of support over time based on the expectation or assumption 
that it was cheaper for the government to continue to provide credit and keep some 
marginal farmers on the farm rather than call their loan and force them on welfare or 
other more expensive forms of government support. The relatively small proportion of 
borrowers with loans for over 15 years may reflect little use of the concept within 
FmHA. Although FmHA's predecessor agencies took a socially active role in the 
1930s, the more social activist role for FmHA did not occur until the early 1960s. 
Most borrowers who received loans when FmHA had a more socially oriented view of 
its mission would have had loans for 15 years or less.
Income and Net Worth
Income and net worth characteristics of borrowers can be used to indicate the 
degree to which FmHA is fulfilling its mission of serving only those who cannot obtain 
credit elsewhere. Although income and net worth are only two of the many 
characteristics that determine a borrower's credit worthiness, they are two very 
important characteristics, particularly when differentiating FmHA borrowers from 
those who can obtain credit elsewhere.
A high proportion of FmHA borrowers, particularly OL borrowers had a net 
worth of less than $100,000 (table 34). Over 60 percent of the continuing OL 
borrowers had a net worth of under $50,000. As expected, EM borrowers had higher 
net worth than OL and FO borrowers. The relatively low proportion of EM borrowers 
with net worth in excess of $300,000 provides some evidence that the wealthy 
borrowers with FmHA loans, spotlighted by the media, represent exceptions rather 
than the rule in FmHA lending.
Table 34. NET WORTH OF CONTINUING FmHA BORROWERS, 1978
Loan Program
Net Worth Ownership Operating Emergency
Under $25,000 17
—Percent of Borrowers- 
39 20
$25,000 to $49,999 18 22 16
$50,000 to $74,999 17 14 13
$75,000 to $99,999 9 8 8
$100,000 to $199,999 26 13 24
$200,000 to $300,000 8 3 8
Over $300,000 5 1 11
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, Lo^  net cash incomes do predominate among FmHA borrowers (table 35). Half 
ot the OL and EM program borrowers and somewhat fewer FO borrowers had net
incomes of under $10,000. Few borrowers, particularly OL and FO borrowers, had
cash incomes of over $40,000.
Table 35. CASH INCOME LEVELS OF 
CONTINUING FmHA BORROWERS
Net Cash
In cornea/ ___ Loan Program ________Ownership Operating Emergency
---- -— —Percent of Borrowers------------
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 to $19,999 
$20,000 to $29,999 
$30,000 to $39,999 
$40,000 and over
9 10
11 15
23 25
21 19
13 11
14 13
5 4
4 3
15
16 
15 
17
8
14
4
8
a/ Farm and nonfarm income received during 1977.
Another way to assess the cash income of existing borrowers is to calculate the 
amount available for family living and current debt service (payment of outstanding 
Dms;. Cash incomes on about one-third of the continuing FmHA farms was 
insufficient to meet intermediate- and long-term debt if all cash was used for that 
purpose (table 36). An additional one-third of the borrowers had less than $10,000 left 
for family living and current debt payments. Since all families will require some cash 
tor family living, this implies that at least one-third of all borrowers required loan 
reamortization, additional loans or were delinquent for that year.
Sirjce many families will not be able to live on the less than $10,000 available for 
family living and current debt service, it appears that at least one-half and 
approaching two-thirds of the continuing borrowers experienced cash flow problems 
These borrowers are obviously not good candidates for graduation to other lenders!
any likely need some type of credit supervision or management assistance to help 
them improve their situation. v
The large number of borrowers with cash flow problems also provides an 
indication of the servicing burden placed on FmHA county personnel. A borrower with 
cash flow problems requires much more time and effort to service appropriately than 
does a borrower without such problems. With a large proportion of problem borrowers 
the size of loan portfolio that an individual FmHA supervisor can correctly handle is 
smailer than the average portfolio handled by other lenders. However, in many if not 
most, areas the size of loan portfolio handled by FmHA personnel is larger than that 
handled by other lenders. 5
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Table 36. LEVEL OF CASH INCOME AFTER MEETING LOAN
AND INTERMEDIATE TERM DEBT PAYMENTS 
CONTINUING FmHA BORROWERS
Cash Income minus
Int. and Long Term Loan Program
Debt Payments**/ Ownership Operating Emergency
— —Percent of Borrowers——”---- —
Less than $0 27 31 40
$0 to $9,999 32 35 26
$10,000 to $19,999 26 21 16
$20,000 and over 15 13 18
<*/ Equals amount available for family living and current debt payment (mostly 
outstanding bills and accounts) during 1977.
Borrowers with high net income likely represent good credit risks irrespective of 
the level of equity. Low equity borrowers who, after receiving FmHA assistance, 
achieve high net incomes are the kind of borrowers who are most likely to graduate 
and, thus, represent FmHA successes. Somewhat surprisingly there were relatively 
few such borrowers in any of the three lending programs studied (table 37). Although 
inventory increases are not included in the reported net income, it appears that most 
low equity borrowers either had limited management skills or, more likely, had limited 
resources even after receiving FmHA assistance.
One concern frequently expressed about FmHA is that many borrowers do not 
graduate when they should, but continue to take advantage of the lower cost source of 
funds much longer than necessary. Not forcing such people to graduate improves the 
FmHA delinquency rate, but does not allow financing of as many borrowers as would 
be possible if funds were rolled over for new borrowers. If borrowers with over 
$20,000 of income and $100,000 of equity are identified as borrowers who should be 
able to graduate, the EM program has the greatest "graduation problem" with 17 
percent of its borrowers in that category. However, the FO program follows very 
closely with 14 percent of its borrowers exceeding those limits. While not a problem 
of extremely serious proportions, some increased attention to graduation does appear 
warranted for FO and EM borrowers.
Given the characteristics of the EM program, existence of a number of 
borrowers with high net worth but low income is not surprising. Similarly, the
predominance of modest income and low equity among OL and FO borrowers is 
consistent with the mandate given those programs.
Progress
As indicated earlier, one concern about FmHA programs is that the focus on low 
income and low equity borrowers may result in an accumulation of borrowers with 
FmHA loans who are making no progress but continue to use FmHA resources.
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Although this problem was deemed to be modest based on the county supervisor's 
evaluation of degree of success attained by the borrowers, the question can be directly
addressed by measuring the relationship between various measures of progress and 
duration of FmHA assistance. 5
^ b ie  37. d is t r ib u t io n  o f  c o n t in u in g  FmHA
BORROWERS BY EQUITY AND INCOME
______________  Equity
Program and under 25,000- 50,000- 75,000- 100,000- 200,000-
Net Cash Income a/ 25,000 49,999 74,999 99,999 199,999 and over
Ownership Loan Program
Negative 1.3 0.9
$0 to $9,999 8.2 7.7
$10,000 to $19,999 5.1 7.2
$20,000 to $29,999 1.1 1.1
$30,000 and over 0.2 0.8
Operating Loan Program
Negative 4.7 1.4
$0 to $9,999 17.3 8.9
$10,000 to $19,999 11.8 6.8
$20,000 to $29,999 2.3 2.4
$30,000 and over 0.7 1.7
Emergency Loan Program
Negative 3.8 2.6
$0 to $9,999 7.0 5.3
$10,000 to $19,999 3.7 5.5
$20,000 to $29,999 1.4 1.7
30,000 and over 0.6 1.1
Percent of Borrowers
1.4 1.0 3.2 1.5
5.4 3.6 7.6 1.5
7.0 3.6 7.7 3.4
2.6 1.5 4.7 2.3
1.2 0.7 3.2 3.6
1.4 0.8 1.9 0.4
3.6 2.7 3.5 0.8
6.0 3.2 3.7 1.1
2.6 1.5 2.6 1.6
0.8 0.7 1.9 1.3
2.3 1.7 4.9 2.9
4.3 3.2 7.3 3.8
3.5 2.1 6.1 4.1
1.5 0.5 4.6 3.5
1.1 1.4 2.6 6.2
a / Received during 1977.
Three measures that can be used to assess progress are income, assets and net 
worth. For this analysis, little progress, or lack of progress, is defined as an increase 
or improvement of less than 10 percent in real (inflation adjusted) terms. A large 
number of borrowers had made little improvement in their level of cash income since 
receiving their first loan from FmHA (table 38). As mentioned earlier, one problem 
with this measure of income is that inventory increases are not included. Many 
businesses, particularly those with livestock enterprises, will achieve much of their 
increase in income in the form of increased inventory. Another factor influencing 
these results is that only one year of data is used to assess current cash income. For 
some proportion of farm businesses this year would be an unusually low income year.
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BY DURATION OF FmHA ASSISTANCE 
FmHA SURVEY, 1978
Table 38. PROPORTION OF CONTINUING BORROWERS WHO HAVE
MADE LITTLE IMPROVEMENT IN CASH INCOME^/
Years with Loan Program
FmHA Loans Ownership Operating Emergency
5 or less 74
- -Percent of Borrowers*3/- 
68 67
6 to 10 60 63 73
11 to 15 59 55 69
16 and over 40 42 47
a/ Real cash income has Increased less than 10 percent.
b/ Percent of borrowers receiving assistance for the period indicated who have 
made little improvement in level of cash income.
However, in spite of the above listed caveat the proportion of borrowers who 
have not managed to improve their cash income is high. This is particularly true for 
EM borrowers. Although some EM borrowers received an OL or FO loan many years 
prior to receiving their EM loan, the high proportion of EM borrowers who have had 
FmHA assistance for over five years but have been unable to improve their cash
income over that period is surprisingly high.
Change in equity reflects the performance of the business over the entire period 
considered and, thus, is a more reliable measure of progress. As expected, those 
borrowers with FmHA loans for the shortest period of time and, thus, less time to 
make progress, had the highest proportion of borrowers who had made l^tte progress 
(table 39). About one-quarter of OL and EM borrowers who had received FmHA 
assistance for six to 10 years had made little improvement in their real equity 
position. Ten to 15 percent of borrowers with 11 to 15 years of assistance had made
little real equity improvement.
Of the borrowers with five or less years of FmHA assistance, fewer had achieved 
little increase in assets (table 40) than had not increased net worth (table 39) 
indicating that some with constant or increasing assets had experienced increasing or 
more rapidly increasing, respectively, debt levels. In spite of the increases in arm 
size experienced by most farm businesses over the last two decades, 10 to 20 percent 
of FmHA borrowers with over 10 years of assistance had not increased the size of 
their business over that period.
Although some borrowers who have received assistance from FmHA for a number 
of years have made no progress by any of the three measures, assets or net
worth (table 41), such borrowers represent a small proportion of all borrowers. Less 
than eight percent of the borrowers who had received assistance for over 10 years had 
made essentially no progress by all three measures.
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BY DURATION OF FmHA ASSISTANCE 
FmHA SURVEY, 1978
Table 39. PROPORTION OF CONTINUING BORROWERS WHO
HAVE MADE LITTLE INCREASE IN EQUITY^/
Years with 
FmHA Loans
Loan Program
Ownership Operating Emergency
5 or less 46 49 46
6 to 10 15 26 29
11 to 15 11 16 13
16 and over 7 14 11
~/ Real net worth has increased less than 10 percent.
—' Percent of borrowers receiving assistance for the period indicated who have
made little equity progress (i.e., 15 percent of FO borrowers who have received FmHA 
assistance for 6 to 10 years have made little equity progress).
Table 40. PROPORTION OF CONTINUING BORROWERS WHO
HAVE ACHIEVED LITTLE INCREASE IN ASSETS^/ 
BY DURATION OF FmHA ASSISTANCE 
FmHA SURVEY, 1978
Years with Loan Program
FmHA Loans Ownership Operating Emergency
5 or less 36
— Percent of Borrowers^/— 
41 44
6 to 10 18 27 22
11 to 15 20 21 14
16 and over 12 19 10
y  Real value of assets controlled increased less than 10 percent.
y  Percent of borrowers receiving assistance for the period who have achieved little
increase in assets controlled.
It appears fair to conclude that FmHA's portfolio of continuing borrowers does 
not represent an accumulation of ''losers”. A high proportion of the borrowers have 
made equity progress while making use of FmHA loans. While a large number have not 
made significant progress in improving cash incomes, there are only a few who have 
had FmHA loans for any period of time who have not made real progress in either 
income, assets or net worth.
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EQUITY OR ASSETS CONTROLLED^/
FmHA SURVEY, 1978
Table 41. PROPORTION OF CONTINUING BORROWERS WHO
HAVE ACHIEVED LITTLE PROGRESS IN CASH INCOME,
Years with 
FmHA Loans
Loan Program
Ownership Operating Emergency
5 or less 22
-Percent of Borrowers^/-
24 26
6 to 10 6 13 9
11 to 15 7 7 4
16 and over 4 7 4
a/ The real value of assets, cash income and net worth ail increased by less than 10 
percent during the period for which FmHA assistance has been received. 
d/ Percent of borrowers receiving assistance for the period who have achieved little
increase in assets controlled.
BORROWER PROGRESS, SUCCESS AND FAILURE^/
Determination of the degree of success and failure of FmHA programs requires 
an assessment of the frequency and degree of progress or success made by borrowers 
participating in the program. To assess success and failure, data on all borrowers who 
severed their relationship with FmHA during the year ending January 1, 1978 were 
used. These data included information on all borrowers who paid their loan in full or 
had their loans written off by FmHA 1L
In assessing the success or failure of FO and OL programs, two data sets were 
used. The first set, called block 1, includes all borrowers with completed supplemental 
questionnaires. This sample included 632 FO borrowers and 1,021 OL borrowers. The 
second set, called block 2, includes all borrowers with complete supplemental 
questionnaire, application form, current Farm and Home Plan and immediate post-loan 
Farm and Home Plan. This sample included 78 FO and 170 OL borrowers. Because a 
much more detailed and complete set of data was available for borrowers in block 2, a 
more comprehensive analysis could be conducted using that data.
To test the representativeness of block 2 data, a simple t-test procedure was 
used. The null hypothesis tested being that block 1 and block 2 were equivalent
2/ This discussion is based on Christensen, Garry N. "FmHA Borrower 
Characteristics, Progress and Success 1946-1977." Unpublished M.S. Thesis, Cornell
3/niVeThat these two groups include all borrowers who severed their relationship with 
FmHA is explained in the sample definitions appearing in the first section of this
publication.
Page 36
samples of this population. Because block 1 also contained block 2 borrowers, the t-
test was performed on block 2 borrowers versus only those block 1 borrowers not 
represented in block 2. This insured relative independence of the two samples. 
Separate t~tests were performed for eight different borrower characteristics. In all
cases the null hypothesis was accepted at the one percent level of significance. On 
this basis, borrowers in block 2 were considered representative of the total 
population!/.
Definition of Progress and Success
Two assessment measures were used to evaluate the relative degree of success 
or failure of these programs and the factors that contribute to success on the part of 
individual borrowers. Increase in real net worth achieved while receiving FmHA 
assistance was used as a measure of the degree of financial progress made by 
borrowers. This was measured by the change in net worth in 1977 dollars, between a 
borrower’s first FmHA loan and the time they severed their relationship with FmHA 
(1977). Success, on the other hand, was a more comprehensive but also somewhat 
more subjective measure of performance. Successful borrowers were identified by 
their county supervisor as those who did, or could have, graduated to other commercial 
sources of credit at the time they severed their relationship with FmHA.
Factors Influencing Borrower Progress
Borrower progress was measured by calculating the borrower's average annual 
change in net worth during the period of his or her loan, in 1977 dollars. Basically, this 
measure represents the income surpluses generated by the borrower during the period. 
They may have been generated in the form of cash or inventory but are now held as 
cash, reinvested in the farm, or used to purchase other assets. This measure of 
progress also represents the cumulative effect of operating the business over time in 
the sense that any improvement in net worth will further expand borrowing capacity, 
and, thus, access to additional income earning resources.
The proportion of borrowers exhibiting financial progress in real terms was 74 
percent for the OL program and 82 percent for the FO program (table 42). Given the 
operating objectives of these programs this is a very satisfactory success rate. It is 
also evident that FO borrowers made more rapid financial progress, $7,670 per year, 
than their counterparts in the OL program, $3,001 per year. A significant number of 
farms in both loan programs experienced quite rapid progress.
Many factors influence the rate of borrower progress. An analysis of the 
individual factors influencing borrower progress is presented below.
Region
General background factors such as region, farm type and land tenure were 
Included in the analysis because they have often been used as criteria for the focus of 
funds lent through the two loan programs.
I f  Block 2 data were used in the analysis of individual factors influencing borrower 
progress presented in this and following sections.
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Table 42. AVERAGE ANNUAL CHANGE IN NET WORTH
WHILE AN FmHA BORROWER
BORROWERS EXITING FmHA PROGRAMS, 1977
Change in Net Worth
(1977 Dollars)
Loan Program
Ownership Operating
-Percent of Borrowers—
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
18
28
25
12
17
$7,670
26
37
16
11
10
$3,001
In themselves these factors are too broad to do any more than sign-post the 
influence on borrower progress of more specific underlying factors. Nevertheless, the 
results are reported separately as a prelude to the analysis of m o r e p mHA 
and to provide some continuity between this study and previous studies of FmHA
borrowers.
The regional distribution of borrowers differed between loan programs. In the 
OL program 32 percent of borrowers were located in the north, 59 percent in the 
south and nine percent in the west!/. By comparison, 46 percent of the FO borrowers 
were located in the north, 46 percent in the south, and eight percent in the west. 
These distributions correspond to results reported in previous studies.
Borrowers in the south made the slowest financial progress, and were the most
likely to experience a loss in real net worth (table 43). This was especially true for 
borrowers with Farm Ownership Loans.
Northern borrowers in the FO program made the best progress in all 
respects. However, the performance of northern OL program borrowers was 
relatively weak. A closer examination of these OL borrowers showed that 60 percent
of those from the Lake States experienced losses in real net worth. By comparison, 
only 14 percent of FO Lake State borrowers experienced losses in real net worth, and
a high 46 percent exhibited an average annual increase in real net worth of 515,00U or
more.
5/ Census regions: West includes Montana, Wyoming, Colorado, New Mexico, and
states to the west of these; South includes Texas, Oklahoma, Arkansas, Tennessee, 
Kentucky, West Virginia, Maryland, Delaware and states to the south of these; North 
includes all remaining states.
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Table 43. PROGRESS BY REGION
BORROWERS EXITING FmHA PROGRAMS, 1977
Average Annual 
Change in Net Worth 
(1977 Dollars)
Region
North South West
Operating Loan Program
Negative 25 29 19
$0 to $4,999 29 42 19
$5,000 to $9,999 17 16 18
$10,000 to $14,999 12 6 26
Overall Average $ $1,790 $7,798
Ownership Loan Program
Negative 11 26 17
$0 to $4,999 17 34 17
$5,000 to $9,999 29 26 17
$10,000 to $14,999 14 6 33
$15,000 and over 29 8 0
Overall Average $11,683 $4,206 $6,227
For western borrowers the sample, although commensurate with expected 
borrower representation in this region, was too small to allow a detailed comparison
of trends. However, it appeared that borrower progress was strong in both loan 
programs.
Farm Type
Of the 13 farm types recorded, only five were included in the analysis of OL 
borrowers, and three in the analysis of FO borrowers. These farm types 
accounted for 74 percent of OL borrowers, and 64 percent of FO borrowers. The 
remainder were omitted because individual farm types were not represented in 
sufficient numbers to allow an effective interpretation of the results.
Between the two loan programs there were some slight variations in the 
distribution of borrowers among these farm types. In the OL program, dairy farms 
accounted for 16 percent of all borrowers, hog farms nine percent, cash grain farms 
21 percent, tobacco farms nine percent, and beef-cow/calf operations 18 percent. 
The corresponding distribution in the FO program was: dairy 22 percent, cash grain 20 
percent, and beef-cow/calf 21 percent. No other studies have reported similar 
information on the farm types represented among borrowers in these two programs.
Within the OL program, borrowers with hog and cash grain farms made the best 
financial progress (table 44). Dairy farm borrowers made less financial progress, 
although their performance was acceptable. The financial progress made by tobacco
Page 39
and beef-cow/calf operations was much weaker with a large proportion of these farms 
experiencing a loss in real net worth.
Table 44. PROGRESS BY FARM TYPE
BORROWERS EXITING FmHA PROGRAMS, 1977
Average Annual 
Change in Net Worth _ _ _ _ _  
(1977 Dollars) Tobacco
Farm Type
Beef-Cow Dairy Cash-
Percent of Borrowers
Hog
Operating Loan Program
Negative 39
$0 to $4,999 61
$5,000 to $9,999 0
$10,000 to $14,999 0
$15,000 and over 0
Overall Average $32
Ownership Loan Program 
Negative §./
$0 to $4,999 a/
$5,000 to $9,999 a/
$10,000 to $14,999 a/
$15,000 and over a/
Overall Average a/
44 16 19
26 35 40
13 20 11
9 14 19
8 5 11
$1,113 $4,251 $ 4,083
38 12 7
31 12 25
19 41 26
6 17 0
6 18 40
$2,909 $8,620 $14,573
17
25
17
8
33
$10,028
a/ 
a/ 
a/ 
a/ 
a/ 
a /
a/ Inadequate borrower representation.
An examination of the regional distribution of farm types using block 1 data 
showed that over both loan programs, 57 to 60 percent of the beef-cow/calf, and 98 to 
99 percent of the tobacco farm borrowers were in the south. The predominance of 
these weaker performing farm types indicates that the low levels of financial progress 
in the south may be partly attributable to the systems of farming employed. When 
considering these results, it is important to bear in mind that the categorization of 
farm type8 was based on the borrower's farm enterprises at the time the loan was 
repaid. In some cases the farm type described may not correspond to the enterprises 
in use at the time the loan was taken out.
Post-Loan Tenure Status
Each borrower's tenure status was ascertained from his or her immediate post­
loan Farm and Home Plan, based on whether land was owned or leased, or both. Ihus, 
this represents the tenure status of the borrowers after the loan was made. There was 
a noticeable difference in the distribution of tenure status among borrowers in the 
two loan programs, indicative of differing program objectives and lending activities,
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In the OL programs, tenant farmers were most prevalent (43 percent), followed by full 
owners (33 percent), and part owners (24 percent).
Since the FO program provides for ownership of real estate resources, full 
owners were most prevalent (52 percent), followed by part owners (32 percent). 
However, even though some real estate resources were purchased, 16 percent 
tenants. These results can not be compared with similar results from 
previous studies, which measured the borrower's pre-loan tenure status.
In botb loan P [°grams, borrowers owning their farms made the slowest financial 
progress and were the most likely to experience a decline in real net worth (table 45). 
enant farmers and part owners exhibited much stronger financial progress.
nrnor^ 6 r^ative advantage of tenancy versus part ownership varied with the loan 
borrowers made the strongest financial progress in the OL program, 
and part owners m the FO program. However, within each program , the 
deferences between these two tenure classes were much less marked than the overall 
differences between ownership and either tenancy or part ownership.
contributed tr fth 5 Hendrixs conclusion that factors other than land ownership
contributed to the low income and limited financial progress of tenant borrowers in
the OL program. Additionally, they suggest that full ownership may be the least 
desirable form of tenure for low income farmers. Part ownership may be a more 
desirable goal.
The trends in this analysis emphasize the importance of using scarce financial 
resources optimally. For instance, lower income farmers such as those in the OL
ma+ube better advi^ ed t0 invest in productive inputs such as livestock or 
fertilizer, with a more immediate cash return, rather than purchase land. As income
bTcomToptnim iie tarmer,S flnanciai P o tio n  strengthens, a part ownership system may
It appears that the superior financial progress exhibited by tenants and part 
owners at least partially reflects their access to a larger complement of resources. By 
opting to rent inputs, such as land, effective farm size can be increased significantly 
compared to farmers who buy ail their inputs. This increased resource base frequently
results in increased income, Part owners operated the largest farms, as measured by 
total acres operated (owned and/or rented) in line with their greater financial 
progress. Within the OL program average farm sizes were 147 acres, 237 acres, and 
1 6 acres for tenants, part owners and full owners, respectively. The corresponding 
farm sizes for FO borrowers were 156 acres, 283 acres, and 151 acres. F 8
Soil Quality
The adequacy and quality of physical resources available to the farmer 
determines the management systems that can be implemented, and set an upper limit 
to the return on labor and management that can expected. Hendrix observed that "the 
quantity and quality of resources" had a major influence on financial progress.
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Table 45. PROGRESS BY POST-LOAN TENURE STATUS
BORROWERS EXITING FmHA PROGRAMS, 1977
Average Annual 
Change in Net Worth 
(1977 Dollars)
Tenure Status
Owners Part Owners Tenants
Operating Loan Program 
Percent of all Borrowers
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
33 24 43
_____________Percent of B orrow ers--------
30 23 16
31 46 43
25 11 11
8 12 15
6 S 15
$1,466 $ 2,910 $ 4,253
Ownership Loan Program 
Percent of all Borrowers
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to 14,999 
$15,000 and over 
Overall Average
52 32 16
___ _ -—Percent of Borrowers—
27 10 0
20 38 40
35 5 20
6 19 20
12 28 20
$5,087 $12,107 $10,560
The physical resources examined are soil quality, building quality, and machinery 
quantity. The assessment of these resources was made by the county supervisor and 
pertain the year in which borrowers' loans were either repaid or written off. Although 
this assessment does not directly reflect resource adequacy and quality at the time the 
loan was received, it is likely to be strongly correlated with the borrower's initial 
resource complement given the durability and permanency of these resources.
The distribution of soil quality among borrowers followed a similar pattern in 
each loan program. However, on the average, FO borrowers had slightly better quality 
soils. In the OL program, IS percent of borrowers had high quality soils, 57 percent 
medium quality, and 25 percent low quality. The corresponding proportions in the FO 
program were 23 percent, 55 percent, and 22 percent, respectively.
For those borrowers whose real net worth increased, a higher level of soil quality 
was associated with a strong improvement in the rate of financial progress (table 46). 
The proportion of borrowers experiencing a loss in real net worth followed quite a 
different trend, however, and was lowest for medium quality soils. This combination 
of trends is reflected in the relationship between soil quality and the "overall average 
change in real net worth. On the average, low quality soils resulted in low levels of 
financial progress. Borrowers with high quality soils out-performed those with medium
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quality soils in the FG program, while in the OL program, the performance on nigh 
quality soils was similar to (slightly below) that on medium quality soils.
Table 46. PROGRESS BY SOIL QUALITY
BORROWERS EXITING FmHA PROGRAMS, 1977
Average Annual 
Change in Net Worth 
(1977 Dollars)
Soil Quality
High Medium Low
Operating Loan Program
Percent of ail Borrowers 18 57 25
Negative 35 20 28
$0 to $4,999 17 36 52
$5,000 to $9,999 13 20 13
$10,000 to $14,999 13 15 3,
$15,000 and over 22 8 6
Overall Average $ 3,859 $ 4,350 $ 1,117
Ownership Loan Program
Percent of ail Borrowers 23 55 22
— Percent of Borrowers-
Negative 24 12 29
$0 to $4,999 18 27 35
$5,000 to $9,999 17 34 18
$10,000 to $14,999 12 15 6
$15,000 and over 29 12 12
Overall Average $11,078 $ 7,091 $ 3,932
Less than one percent.
Buildmg Quality
Unlike soil quality, the distribution of borrowers by building quality followed a 
different pattern in each loan program (table 47). In the OL program, 13 percent of 
borrowers had high quality buildings, 41 percent medium quality, and 46 percent low 
quality. For FO borrowers, the correspondence proportions were 13 percent, 54 
percent, and 33 percent, respectively. Thus, OL borrowers tended to have lower 
quality buildings.
For OL borrowers, medium quality buildings were associated with the highest 
levels of financial progress in all respects. A low proportion of these borrowers 
experienced a loss in real net worth, and the rate of financial progress was higher for 
borrowers whose real net worth did increase. Among the remaining OL borrowers, the 
incidence of losses in real net worth was uniformly high for both high and low quality
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buildings. Apparently, high quality buildings do not add as much to OL borrower 
incomes as they add to rent or lease costs.
Table 47. PROGRESS BY BUILDING QUALITY
BORROWERS EXITING FmHA PROGRAMS, 1977
Average Annual 
Change in Net Worth 
(1977 Dollars) High
Building Quality
Medium Low
Operating Loan Program 
Percent of all Borrowers
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
13
31
37
14 
12
6
$ 2,271
41
-Percent of Borrowers—
14
30
24
14
15
$ 7,727 $
46
30
43
12
9
5
737
Ownership Loan Program 
Percent of all Borrowers
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
13
20
30
10
10
30
$15,599
54
Percent of Borrowers 
15 
24 
34 
10 
17
$ 7,545
33
24
28
20
16
12
$ 5,127
Within the FO program, borrowers with medium quality buildings once again 
had the lowest incidence of losses in real net worth, followed by those with high and 
then low quality buildings, respectively. The average rate of financial progress was 
highest for high quality buildings, and similar for the other two building categories.
Machinery Quantity
Each of the two loan programs had an almost identical distribution of machinery 
quantity among borrowers (table 48). Borrowers with adequate (medium) machinery 
had the lowest incidence of loss in real net worth. Furthermore, the rate of financial
progress also increased as the quantity of machinery increased.
Pre-Loan Value of Total Assets
The importance of "resources controlled" to the progress of farmers, has been 
demonstrated both theoretically and empirically. In a theoretical context, Barry (p. )
has stated that: "the core of growth is acquiring control of additional resources that
Page 44
generate returns in excess of their costs and thereby add to the value of the firm." 
Empirically, Hendrix established that "working capital" was associated with an 
increase in income and, thus, important to borrower progress. However, his definition 
nihTrl- n§ capital was not the conventional one of current assets minus current 
liabilities. Instead he included the value of machinery, livestock, feed, seed and 
other supplies, and cash on hand. Using current terminology, the variable was 
misnamed rather than misapplied since it was used to measure the total nonreal estate 
resources controlled by a borrower.
PROGRESS BY QUANTITY OF MACHINERY 
BORROWER EXITING FmHA PROGRAMS, 1977
Average Annual 
Change in Net Worth
(1977 Dollars) Excess
Quantity of Machinery ____
Adequate Inadequate
Operating Loan Program 
Percent of all Borrowers
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
Ownership Loan Program 
Percent of all Borrowers
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
9 69 22
27 22 31
9 40 40
27 16 18
9 13 7
27 9 4
$ 4,253 $ 4,065 $ 1,298
7 71 22
20 16 25
20 29 25
0 29 31
0 12 6
60 14 13
$15,796 $ 7,544 $ 5,876
As found in previous studies, the value of pre-loan total assets was higher for FO 
borrowers than it was for OL borrowers (table 49). Seventy-seven percent of OL 
borrowers had pre-loan total assets valued at less than $100,000 (1977 dollars) 
compared to 69 percent of borrowers in the FO program. The average values of
pre-loan total assets were $98,084 (1977 dollars) in the FO program and $66,701 in the
OL program. ’ c
No association was found between financial progress and the pre-loan value of 
total assets. In particular, high levels of pre-loan total assets ($150,000 and over) 
gave the borrower no advantage compared to a farmer with very low levels of pre­
loan total assets ($50,000 and under). These results concur with those of Hendrix who
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concluded that pre-loan financial characteristics bore no relationship to the borrower's 
subsequent financial progress.
Table 49. PROGRESS BY PRE-LOAN TOTAL ASSETS
BORROWER EXITING FmHA PROGRAMS, 1977
Average Annual Pre-loan Total Asset Value a/
Change in Net Worth 
(1977 Dollars)
$0 to 
$49,999
$50,000-
$99,999 $149,999
~ $150,000- 
and over
Operating Loan Program 
Percent of all Borrowers 66 11 7 16
— — -------- Percent of Borrowers------
Negative 28 35 11 48
$0 to $4,999 42 39 11 10
$5,000 to $9,999 12 13 56 24
$10,000 to $14,999 10 7 11 9
$15,000 and over 8 6 11 9
Overall Average $ 2,824 $ 1,208 $ 8,472 $-3,005
Ownership Loan Program
Percent of all Borrowers 49 20 10 21
-------- Percent of Borrowers------— ——
Negative 1.8 20 0 31
$0 to $4,999 37 40 25 0
$5,000 to $9,999 24 20 25 37
$10,000 to $14,999 8 13 37 13
$15,000 and over 13 7 13 19
Overall Average $ 7,199 $ 4,054 $10,425 $ 7,390
a/ 1977 Dollars.
Beginning Post-Loan Value of Resources Controlled
Because the land controlled by tenants could not be valued, the value of all 
resources excluding land was used as a measure of resources controlled. Using this 
measure, it is evident that FO borrowers had access to slightly more resources than 
OL borrowers (table 50).
Seventy-four percent of OL borrowers had access to resources valued at less 
than $50,000 (1977 dollars), compared to 69 percent for FO borrowers. The average 
resource values were $35,475 and $40,613, respectively (1977 dollars).
The association between beginning resource value and borrower progress differed 
somewhat between loan programs. With the OL program, there was no real association 
between initial resource value and the incidence of borrowers experiencing a loss in 
real net worth. However, for those borrowers who did make financial progress, an
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increase in beginning resource value was associated with an increase in the rate of 
financial progress.
Table 50. PROGRESS BY RESOURCES CONTROLLED^/
BORROWER EXITING FmHA PROGRAMS, 1977
Average Annual ____ Resource Valued
Change in Net Worth $0 to $25,000- $50,000- $75,000-
(1977 Dollars) $24,999 $49,999 $74,999 and over
Operating Loan Program 
Percent of all Borrowers
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
Ownership Loan Program 
Percent of all Borrowers
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
43 31 15 11
24 33 19 23
54 29 19 21
14 14 24 21
5 12 19 21
3 12 19 14
$ 1,811 $ 3,107 $ 6,536 $ 3,881
33 36 19 12.
27 IS 13 0
35 28 13 33
35 25 13 22
3 11 27 11
0 18 13 33
$ 2,if79 $ 8,351 $13,805 $10,327
Immediate post-loan resource complement, excluding the value of any land 
owned.
y  1977 dollars.
The influence of initial resource value on borrower progress appeared to be much 
stronger in the FO program. An increase in beginning resource value was associated 
with a decrease in the proportion of borrowers who experienced a decline in real net 
worth, and also an increase in the rate of financial progress for those borrowers who 
did progress.
In each of the two loan programs, financial progress reached a maximum as 
beginning resource value increased, and then fe ll o ff noticeably for those borrowers 
with the highest initial level of resources ($75,000 and over). This latter trend 
parallels the influence identified in the previous section, where borrowers with a high 
level of pre-loan total assets also made less progress. It is possible that the two trends 
are related, in that in order to require FmHA assistance borrowers with more initial
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assets may have to be either weaker operators or in financial difficulty prior to 
obtaining assistance from FmHA.
Beginning Post-Loan Equity Ratio
The borrower’s beginning equity ratio (equity/assets) is important for two 
divergent reasons. From the lender's viewpoint it indicates the security margin 
available. For the borrower it reflects the degree of leverage used to acquire the 
assets employed and implies the leverage required to obtain additional assets.
Between loan programs, FO borrowers tended to have the lowest equity ratio 
(table 51). This likely occurred because of the increased level of real estate assets 
which normally can be leveraged at a higher level. The borrower’s beginning equity 
ratio had a marked effect on borrower progress, particularly in the OL program. For 
these borrowers an increase in equity corresponded to both an increase in the 
incidence of losses in real net worth, and a decrease in the rate of overall financial 
progress. Somewhat similar trends were apparent in the FO program.
Table 51. PROGRESS BY BEGINNING EQUITY RATIO*/
BORROWERS EXITING FmHA PROGRAMS, 1977
Average Annual Equity R a tio , _____
Change in Net Worth 0% to 25% to 50% to 75% to
(1977 Dollars) 24% 49% 74% 100%
Operating Loan Program
Percent of all Borrowers 18
Negative 11
$0 to $4,999 26
$5,000 to $9,999 29
$10,000 to $14,999 25
$15,000 and over 8
Overall Average $ 4,538
41 22 19
Percent of Borrowers--——-— - 
26 37 34
36 39 49
15 10 4
9 7 4
13 7 8
$ ii,7M  $ -207 $ 936
Ownership Loan Program
Percent of all Borrowers 24
Negative 11
$0 to $4,999 22
$5,000 to $9,999 33
$10,000 to $14,999 11
$15,000 and over 22
Overall Average $11,605
45 18 13
-Percent of Borrowers---— ----- -— -
18 31 20
27 31 40
21 8 40
12 15 0
21 15 0
$ 7,875 $ 5,417 $ 3,276
a/ Immediate post-loan situation. Equity ratio equals equity/assets.
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Clearly a highly leveraged financial position leads to increased financial 
progress, a result which is in striking accord with conventional firm growth theory* As 
described by Barry: "Increasing financial leverage will accelerate growth as long as the 
marginal i eturns from the use of loan proceeds exceeds the costs of borrowing."
Leverage is important to financial progress in absolute as well as relative terms 
because access to credit is determined by the amount of equity available in addition to 
the equity ratio. To ascertain the extent of this influence on borrower progress, the 
average value of beginning post-loan resources was determined for each equity ratio
category. Beginning post-loan resource value is used as a crude proxy for borrowing 
power. °
resuits Indicate that the two factors are mutually reinforcing. The more
highly leveraged borrowers who exhibited the highest levels of financial progress, also 
had higher levels of beginning resources. In the OL program, borrowers with a 25 to 49 
percent equity ratio had an average initial resource value of $33,206; 50 to 74 percent
$31,664; 0 to 24 percent, $27,541; and 75 to 100 percent, $22,545 (1977 dollars).
Consequently it appears that only through some leveraging will borrowers be 
assured of reasonable financial growth. To merely maintain the status quo, or to rely 
°P reinvesting cash surpluses to generate growth may seriously reduce the long term 
viability of the borrower's farm business. This conclusion appears especially pertinent 
to the smaller, low income OL borrowers.
In drawing this conclusion it is important to bear in mind that leveraging has two 
facets. Because the 1946-77 period, represented in the analysis, was a period of 
general prosperity in agriculture, only the positive effects of leverage on financial 
growth are apparent. A similar analysis conducted over a period of low farm incomes 
may have yielded different results, highlighting the risks of leveraging and the 
detrimental impact it can have on financial progress under these conditions.
Beginning Post-Loan Asset and Debt Structure
Asset structure refers to the mix of resources available to a farmer. For the
purposes of this analysis it was measured as the ratio of real estate assets to total 
assets.
As expected there was a noticeable difference in the asset structure of 
borrowers in the two loan programs. Operating Loan borrowers had a higher
proportion of real estate assets (table 52). Sixty-three percent of these borrowers had 
more than 50 percent of their total assets in real estate, compared to 42 percent of 
OL borrowers.
Asset structure did not appear to noticeably influence borrower progress in
either loan program. At high ratios of real estate assets to total assets (75 to 100 
percent), financial progress was relatively poor. This was difficult to explain.
The post-loan ratio of real estate debt to total debt was used to measure debt 
structure. Of the two loan programs, OL borrowers had the least desirable debt 
structure. Sixty-six percent of these borrowers had less than 50 percent of their total 
debt as real estate debt, compared to 41 percent of the FO borrowers (table 53).
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Table 52. PROGRESS BY INITIAL ASSET STRUCTURE*/
BORROWERS EXITING FmHA PROGRAMS, 1977
Average Annual 
Change in Net Worth 
(1977 Dollars)
Real Estate Assets/Total Assets 
0% to 25% to 50% to 75% to
24% 49% 74% 100%
Operating Loan Program
Percent of all Borrowers 41
Negative 22
$0 to $4,999 37
$5,000 to $9,999 13
$10,000 to $14,999 16
$15,000 and over 12
Overall Average $ 3,855
Ownership Loan Program
Percent of all Borrowers 19
Negative 0
$0 to $4,999 40
$5,000 to $9,999 27
$10,000 to $14,999 13
$15,000 and over 20
Overall Average $ 9,030
17 30 12
-Percent of Borrowers----- -------------
25 27 38
53 32 31
13 22 17
5 10 7
4 9 6
$ 1,860 $ 3,886 $-1,075
18 49 14
—Percent of Borrowers------ ——
14 16 55
50 18 18
7 32 27
14 13 0
14 21 0
$ 7,142 $ 9,716 $ -580
a/ Immediate post-loan situation.
From the viewpoint of both the lender and the borrower, a high proportion of 
real estate debt is considered desirable since it usually carries less onerous repayment 
terms. However, the analysis yielded no discernable trends in the influence of debt 
structure on financial progress.
Hence, it appears that neither asset structure nor debt structure are significant 
influences on borrower progress.
Beginning Post-Loan Total Net Cash Income
The income figure used for this analysis was the borrower's total net cash income 
from both on- and off-farm sources. This income was available to meet family living 
expenses, loan repayments, and capital expenditures.
The distribution of income was very similar for both programs with 
approximately 50 percent of the borrowers having an income of less than $10,000 
(1977 dollars). Average beginning income was $11,355 for the FO program. Despite 
these similarities of beginning net income levels, final income levels at the
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*oan repayment in 1977 were quite different, averaging $23,691 and $32,7IS 
(1977 dollars) for OL and FO borrowers, respectively.
Table 53. PROGRESS BY BEGINNING DEBT STRUCTURE
BORROWERS EXITING FmHA PROGRAMS, 1977
„  Average Annual _________ Real Estate Debt/Total Debt§/
Change m Net Worth 0% to 25% to 50% to 7 5 %  to
(1977 Dollars) 2 «  99% 79% 100%
Operating Loan Program 
Percent of all Borrowers
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
Ownership Loan Program 
Percent of all Borrowers
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
53 13
25 28
41 50
11 11
13 0
10 11
$ 2,888 $ 613
27 14
5 27
43 45
24 9
9 0
19 18
$ 8,566 $ 4,315
16 18
Borrowers——
32 21
23 30
22 29
14 12
9 8
$ 3,538 $ 4,726
28 31
Borrowers—
18 25
23 13
23 37
18 13
18 12
$ 9,310 $ 6,922
Immediate post-loan situation.
As might be expected, the level of beginning income had a marked influence on 
borrower progress, low incomes limited financial progress in both loan programs 
(tables 54 and 55), For the OL program the proportion of borrowers experiencing a 
loss in real net worth declined noticeably when beginning incomes reached $20,000 
(table 54). For those borrowers who did make financial progress, the level of progress 
increased as income increased, particularly in the OL program.
Beginning Post-Loan Off-Farm Income
Having established the importance of total net cash income to borrower
progress, it is also useful to examine the influence of the sources of this income. On 
average OL borrowers netted $2,310 (1977 dollars) from off-farm income, which 
represented 49 percent of their total net cash income. Off-farm income levels were 
only slightly lower among FO borrowers who netted $1,971 (1977 dollars) from off- 
farm sources, which was equivalent to 46 percent of total net cash income.
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Table 54. PROGRESS BY TOTAL NET CASH INCOME^/
BORROWERS EXITING FmHA OPERATING LOAN PROGRAM, 1977
Change in Net Worth 
(1977 Dollars)
$0 to 
$9,999
$10,000-
$19,999
$20,000 
and over
Percent of all Borrowers 50 35 15
Negative 18 29 2
$0 to $4,999 53 29 22
$5,000 to $9,999 19 19 43
$10,000 to $14,999 0 19 11
$15,000 and over 10 5 22
Overall Average $ 3,790 $ 4,066 $ 7,429
a/ Beginning post-loan income from on- and off-farm sources, 
b/ 1977 dollars.
Table 55. PROGRESS BY TOTAL NET CASH INCOMES*/
BORROWERS EXITING FmHA OWNERSHIP LOAN PROGRAM, 1977
Average Annual 
Change in Net Worth 
(1977 Dollars)
Total Net Cash Incomek/
$0 to ~ $10,000
$9,999 and over
Percent of all Borrowers 48 52
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
19
34
33
0
14
$6,219
-Percent of Borrowers------ -—
13
13
35
13
26
$13,518
a/ Beginning post-loan income from on- and off-farm sources, 
b/ 1977 dollars.
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The influence of off-farm income on borrower progress differed between loan 
programs. Higher levels of off-farm income were advantageous for OL borrowers but 
appeared to reduce financial progress among FO borrowers (tables 56 and 57).
For low income farmers off-farm income is an important supplement to 
operating income. It also reduces the farmer's vulnerability to fluctuations in farm 
income resulting from the effects of weather and prices. Nevertheless, it represents 
an opportunity cost in terms of the time spent off the farm, and the consequent farm 
income foregone.
Table 56. PROGRESS BY INITIAL OFF-FARM INCOME^/
BORROWERS EXITING FmHA OPERATING LOAN PROGRAM, 1977
Average Annual Off-Farm Income^/
Change in Net Worth 
(1977 Dollars)
$0 to 
2,499
$2,500
$4,999
$5,000 
and over
Percent of all Borrowers 68 16 16
Negative 16 41 12
$0 to $4,999 47 39 11
$5,000 to $9,999 21 10 39
$10,000 to $14,999 9 0 19
$15,000 and over 7 10 19
Overall Average $3,873 $ 3,885 $ 6,525
Immediate post-loan situation, net off-farm income.
W  1977 dollars.
The trade-off between these two factors depends on the relative contributions to 
total income of on-farm and off-farm income. As indicated by Hendrix "what matters 
most... is the amount and quality of the employment." In this context it appears that 
OL borrowers benefit the most from off-farm income because their lower incomes 
make them more vulnerable to cash flow problems and fluctuations in farm income. 
For FO borrowers whose farm incomes are higher, the opportunity cost of working off 
the farm is much greater. Their protection against the vagaries of price and climate 
is best derived from improving farm income, rather than from increasing off-farm 
income.
Age at Time of First Loan
Management objectives and ability are influenced by personal factors such as the 
farmer's age, education, experience and family situation. In addition to their direct 
effects, these factors may affect the farmer's level o f risk aversion, and so influence 
the choice between progress versus maintenance of the status quo as a management 
objective.
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Table 57. PROGRESS BY INITIAL OFF-FARM INCOME^/
BORROWERS EXITING FmHA
OWNERSHIP LOAN PROGRAM, 1977
Average Annual 
Change in Net Worth 
(1977 Dollars)
$0 to 
$2,499
Off-Farm Income^/
$2,500 
and over
Percent of all Borrowers 71 29
Percent of Borrowers— —
Negative 13 23
$0 to $4,999 22 31
$5,000 to $9,999 37 23
$10,000 to $14,999 6 8
$15,000 and over 22 15
Overall Average $10,881 $ 6,110
a/ Immediate post-loan situation, net off-farm income, 
b/ 1977 dollars.
In line with previous studies of borrower characteristics the majority of 
borrowers in each loan program (55 to 58 percent) were under 35 years of age at the 
time they first received FmHA assistance. Farm Ownership Loan borrowers were 
slightly younger than OL borrowers, the average age in each loan program being 34.8 
years and 36.7 years, respectively.
As found in earlier studies the youngest borrowers made the greatest financial 
progress (tables 58 and 59). However, a relatively high proportion of younger 
(under 35) borrowers in the OL program experienced a loss in real net worth, compared 
to those borrowers in the same program aged 35-54 years. Borrowers 55 years and 
over made the least progress, had the lowest overall rate of financial progress and had 
the highest proportion of borrowers who experienced a loss in real net worth. By 
comparison the progress of FO borrowers under 35 years were superior to older 
borrowers in all aspects.
The trends apparent in this analysis support the generally held view that younger 
farmers are the most likely to progress financially. This may occur because they are 
more willing to take the chances associated with potentially high yielding 
investments. In contrast, the tendency of older borrowers to favor the status quo may 
contribute to the lower overall viability of their farms.
An alternative explanation is that some negative selection takes place in the 
identification of older borrowers who receive FmHA loans. The better managers may 
get started one way or another when they are young, leaving primarily the poorer 
managers with a need for FmHA financing later in life.
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Table 58. PROGRESS BY BEGINNING AGE a/
BORROWERS EXITING FmHA OPERATING LOAN PROGRAM, 1977
Average Annual 
Change In Net Worth 
0977 Dollars)
__________ _ Age (years)
Under 35 35 to 54 55 and over
Percent of all Borrowers 55 36
-—Percent of Borrowers— —
9
Negative 29 21 38
$0 to $4,999 28 50 28
$5,000 to $9,999 16 15 17
$10,000 to $14,999 14 7 9
$15,000 and over 13 7 s
Overall Average $ 4,216 $ 1,835 $ 996
Age at time of loan application.
i
Table 59. PROGRESS BY BEGINNING AGE*/
BORROWERS EXITING FmHA OWNERSHIP LOAN PROGRAM, 1977
Average Annual 
Change in Net Worth 
(1977 Dollars)
Age (years)
Under 35 35 and over
Percent of all Borrowers 58
“-““-—--Percent of Borrowers----
42
Negative 16 22
$0 to $4,999 29 22
$5,000 to $9,999 25 28
$10,000 to $14,999 14 9
$15,000 and over 16 19
Overall Average $ 8,545 $ 6 ,,797
Age at time of loan application.
Level o f Formal Education
The distribution of education levels was very similar between loan programs 
(table 60). Overall FO borrowers averaged 10.1 years of formal education, 
compared to 9.7 years for OL borrowers.
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Table 60. PROGRESS BY LEVEL OF EDUCATION
BORROWERS EXITING FmHA PROGRAMS, 1977
Average Annual
Change in Net Worth Education____ _
(1977 Dollars) Elementary High School College
Operating Loan Program
Percent of all Borrowers 33
Negative 16
$0 to $4,999 51
$5,000 to $9,999 18
$10,000 to $14,999 6
$15,000 and over 9
Overall Average $ 3,050
Ownership Loan Program
Percent of all Borrowers 37
Negative 13
$0 to $4,999 31
$5,000 to $9,999 31
$10,000 to $14,999 6
$15,000 and over 19
Overall Average $ 7,721
47 20
Percent of Borrowers-
27 50
32 10
14 15
13 25
14 0
$ 3,634 $ 1*
40 23
-Percent of Borrowers
18 40
35 20
18 10
6 30
23 0
$10,793 $ 2,066
The borrower's level of formal education had a marked influence on borrower 
progress, this influence being quite similar between loan programs. Two different 
trends were apparent. First, as the level of education increased, so did the proportion 
of borrowers who experienced a loss in real net worth (table 60). There was also some 
increase in the rate of financial progress for those borrowers who did progress, as 
measured by the proportion of borrowers with an average annual change in net worth 
of $10,000 or more. These trends are consistent with the hypothesis that higher levels 
of formal education may be associated with decreasing risk aversion. The willingness 
to take risks and the ability to handle, however, are two different characteristics.
Borrowers with a high school education generally made more rapid progress than 
those with only elementary schooling. The average performance of FmHA borrowers 
with a college education was not as good as those with only high school training.
Household Size at Time of First Loan
The distribution of initial household size differed slightly between loan programs 
(tables 61 and 62). However, average household size was almost identical with M 2  
persons in the FO program and 4.00 in the OL program.
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Table 61- PROGRESS BY INITIAL HOUSEHOLD SIZE
BORROWERS EXITING FmHA OPERATING LOAN PROGRAM, 1977
A v e ra g e  Annual 
Change in N e t Worth 
(1977 D ollars)
1 to 3 
persons
Household S ize
4 to  6 7 or m ore
persons persons
Percent of all Borrowers 43 46 11
N e g a t iv e  32
$0 to  $4,999 33
$5,000 to  $9,999 [ 5
$10,000 to  $14,999 9
$15,000 and over 11
O vera ll A v e ra g e  $ 2 ,825
Percent of Borrowers
19 37
37 41
19 14
15 I
10 7
$ 4 ,630 $ -1 ,813
Table 62. PROGRESS BY INITIAL HOUSEHOLD SIZE
BORROWERS EXITING FmHA OWNERSHIP LOAN PROGRAM, 1977
Average Annual 
Change in Net Worth
(1977 D ollars )
1 to 3 
persons
Household Size
4 or more 
persons
Percent of all Borrowers 35 65
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
P ercen t o f B orrow ers— —
22 16
26 27
18 31
15 10
19 16
9,332 $ 6,970
As a potential influence on borrower progress, household size may be important 
fo r  a number o f  reasons. An increase in household size may enhance borrower 
P^8ress by providing either an additional source of labor fo r  the farm, or an 
additional source of o f f 7fa rm  income. However, too large a farm household will drain 
financial resources which could have been invested in the farm. Furthermore a
fa rm er with a la rge  household to support may be more risk averse and so less likelv to 
make financial progress.
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The relationsh ip  betw een  household s ize  and borrow er progress d if fe r e d  fo r  the 
tw o  loan program s. In the O L program  an in itia l household s ize  o f four to  six persons 
was op tim a l in a ll respects. Households sm aller and la rger than this s ize  c a te go ry  had 
a re la t iv e ly  high in cidence o f borrow ers experienc ing a loss in rea l n et worth , 
particu la rly  those households o f seven or m ore peop le, which made least progress n 
a ll resp ects .
A  higher proportion  o f sm all FO  households experienced  losses. ■H ow ever, the 
ra te  o f financia l progress decreased  as household s ize  increased (ta b le  6 2 ) .
Reasons fo r  the apparently la rger op tim al fam ily  s ize  fo r  O L  farm s are not 
c lea r . C erta in ly  household s ize  is not lin early  associated  w ith  the borrow er s le v e l o f
risk aversion .
G iven the higher le v e l o f  re liance on o ff- fa rm  incom e in the O L program , it is 
possib le that the la rger optim al household s ize  In this loan program  is associa ted  w ith  
add itiona l o ff- fa rm  incom e. Further, analysis indicates a strong association  betw een  
in creased  household s ize  and an increase in the contribu tion  o f  o f f - fa rm  incom e to  
to ta l incom e in both loan program s. In the OL program , o f f - fa rm  incom e contribu ted  
42 percen t o f beginning to ta l incom e fo r  households o f  one to  th ree  persons, 46 
p ercen t o f to ta l incom e fo r  households o f four to  six persons, and 57  p ercen t o o 
incom e for households o f seven or m ore persons. The corresponding ave rage  
contributions o f o ff - fa rm  incom e to  beginning to ta l incom e in the resp ec tive  
household s ize  ca tego r ies  o f FO  borrow ers w ere  34 percen t and 52  p ercen t.
This rather tenuous conclusion is also supported by the correspondence betw een  
low er optimum household s ize  and low er optim um  re liance on o ff - fa rm  incom e in the 
FO  program .
Level o f  Agricultural Education
Betw een  loan program s there  was a high degree  o f s im ila rity  in the d istribution  
o f  the highest le v e l o f agricu ltu ra l education  ach ieved  by the borrow ers (ta b le  L 
H ow ever, th ere  w ere  no read ily  d iscern ib le trends in the in fluence o f agricu ltu ra l 
education  on borrow er progress. Borrow ers w ith no agricu ltu ra l education  did not 
seem  to be at a serious d isadvantage in e ith er loan program , particu la rly  when 
com pared  to  borrow ers who had p artic ip a ted  in the young fa rm er instruction  program .
The re la t iv e ly  poor progress made by borrow ers who partic ip a ted  in the young 
fa rm er instruction program  is d if f ic u lt  to  explain . This trend could r e f le c t  the quality  
o f  the instruction program , the quality  o f the participants, or both. H ow ever, w h ic , 
i f  any, o f these fa c to rs  w ere  in vo lved  could not be ascerta ined  from  the data
ava ilab le .
Ignoring the in flu ence o f the young fa rm er instruction program , it appears that 
n e ith er the re ce ip t o f  an agricu ltu ra l education , nor the le v e l to  which it is taken has 
an im portant im pact on financia l progress. One possible exp lanation  fo r  this resu lt is 
tha t considerable adverse s e lf se lection  m ay occur. Those w ith  strong agricu ltu ra l 
education  who need Fm H A  assistance may prim arily  include those w ith  other 
m anagem ent lim ita tions.
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PROGRESS BY AGRICULTURAL EDUCATION
BORROWERS EXITING FmHA PROGRAMS, 1977
Average Annual 
Change in Net Worth 
(1977 Dollars)
Agricultural Education 
High Young
School Farmer
None V o-A g  Program C ollege^/
Operating Loan Program 
Percent of all Borrowers
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
Ownership Loan Program 
Percent of all Borrowers
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
49 32 8 11
26 22 40 31
39 39 31 24
19 15 19 7
8 14 10 15
8 10 0 23
2,253 $ 4,156 $ 1,504 $ 3,664
46 32 13 9
Borrowers——
17 17 30 14
23 33 20 29
28 21 30 20
9 17 10 14
23 12 10 14
8,369 $ 8,159 $ 5,526 $ 7,072
College and/or Technical College.
Length Of Pre-Loan Farming Experience
The distribution of pre-loan farming experience among borrowers was similar 
between loan programs (table 64). The average length of pre-loan farming experience 
was also very similar, amounting to 14.2 years for OL borrowers, and 13.8 years for FO 
borrowers.
In each of the two loan programs the least experienced borrowers made the best 
overall financial progress, in spite of a relatively high proportion of such borrowers 
experiencing a loss in real net worth. Financial progress decreased as pre-loan 
farming experience increased beyond five years. This result is consistent with the 
finding that older borrowers are less successful and may reflect a tendency for the 
weaker operators to seek FmHA assistance at a later stage in life. Five years may be 
enough time to obtain an adequate level o f experience.
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Table 64. PROGRESS BY YEARS OF EXPERIENCE^/
BORROWERS EXITING FmHA PROGRAMS, 1977
A ve ra g e  Annual 
Change in N e t W orth 
(1977 D ollars)
Y ea rs  o f E xperience
1 to  5 6 to  10 11 or m ore
O perating Loan P rogram  
P ercen t o f  a ll B orrow ers 34 20 46
N e ga t iv e  
$0 to  $4,999 
$5,000 to $9,999 
$10,000 to  $14,999 
$15,000 and over 
O vera ll A v e ra g e
27
23
23
20
7
$ 4,314
...™t>ercent o i Borrowers--*- 
13 
58 
12 
0 
17
$ 4 ,289
30
40
10
10
10
$ 2,087
Years  o f E xperience
1 to  5 6 or m ore
Ownership Loan Program  
Percen t o f Borrow ers 38 62
N e ga t iv e  
$0 to  $4,999 
$5,000 to  $9,999 
$10,000 to  $14,999 
$15,000 and over 
O vera ll A v e ra ge
25
10
25
25
15
$ 8 ,916
15
34
27
6
18
$ 7,013
a/ P re-loan  fa rm in g  exp erien ce.
Level o f Pre-Loan Farming Experience
The le v e l o f  pre-loan  farm ing exp erien ce  used fo r  the analysis is the h ighest 
le v e l o f  exp erien ce  reported  fo r  th e  borrow er. School year exp erien ce  re fe rs  to  
borrow ers  who grew  up on a farm  and/or worked on farm s during their school years. 
W orking experien ce  re fe rs  to  those borrow ers em ployed  fu ll- t im e  on farm s. Fu ll 
m anagem ent re fe rs  to  borrow ers who had been e ith er hired m anagers or ow ner- 
opera tors . Those borrow ers w ith  w ork ing exp erien ce  could have acqu ired  this 
exp er ien ce  on e ith er their home farm s or o ther farm s, and may also have p a rtic ip a ted  
in m anagem ent to  some exten t.
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resDecBtsrrOWThnJlth WOrking exPerience made the best financial progress in all 
Th •’“ rowers with only school year experience -were at some 
sadvantage, especially in the OL program. Surprisingly, borrowers with full 
management experience did not hav/an advantage over those w a r^n ly  workini 
experience in either loan program (table 65). y §
Table 65. PROGRESS BY LEVEL OF EXPERIENCE^/ 
BORROWERS EXITING FmHA PROGRAMS, 1977
Average Annual 
Change in Net Worth 
(1977 Dollars)
_______  Level of Experience
School Working
Years Experience
Full
Management
Operating Loan Program 
Percent of all Borrowers
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
Ownership Loan Program 
Percent of all Borrowers
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
24 23 53
— Percent of Borrowers—
31 26 25
33 40 3616 7 21
10 17 9
10 10 9
$ 1,783 $ 4,038 $ 3,345
22 14 18
Percent of Borrowers
22 14 18
33 29 23
23 21 29
6 14 14
17 21 16
$ 7,739 $11,561 $ 6,644
a/ Highest level of pre-loan farming experience obtained.
Production Levels
, rm/°r f giyen ie.vt 1 0f physical and financial resources, the extent to which a 
armer makes financial progress will depend largely on his or her management abilitv
and^experience’ iS predeter™ ned fay the farmer's prior educationana experience. But actual management ability only becomes apparent when
management decisions are made and the results observed.
No explicit assessment of the borrower's management ability was made in the 
survey from which these data were drawn. Hence, the influence of this key variable 
was examined using both direct and indirect measures of management ability. These 
included borrower production levels relative to national or state levels of production,
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the borrower's interest in improving productivity, and the quality of his or her farm 
record system.
These measures do not describe the borrower's beginning management e^licitly,
since they ar™ based on information collected at the time the borrower repaid his ban. 
Nevertheless, the correlation between final and beginning management is p y
strong one, as management skills and ability seldom change dramatically.
Actual livestock and crop production records were obtained for each borrower 
from the 1977 Farm and Home Plan. These figures were then compared to the average 
production obtained by all farmers in that state in the same year ini order to rank tf> 
level of output obtained for each enterprise. A simple average of these numerical 
rankings was then calculated for each borrower to determine their overall production
ranking across aii enterprises.
A schematic of the simple methodology used to develop these enterprise rankings 
is presented beiow^/.
Production Category
Enterprise Production 
Level Relative To 
State Average
Ranking of Each 
Enterprise
Above average 
Average 
Below average
110 %
90 - 110 % 
90 %
This crude assessment of production levels has many obvious limitations. Among other 
U U S ^ o r U y  one year's production, and it makes no attempt to account for 
the Relative importance of different enterprises within the management system. 
Furthermore the ranking of individual enterprises relative to state production levels 
not sensUive to normally expected intrastate variation around "average" production
levels.
There was a strong similarity between the two loan programs in the influence of 
production levels ontrb°orgrower progress (table 66). Overall levels of financial progress 
increased noticeably in association with an increase m production levels.
The incidence of borrowers experiencing a loss in real net worth was similar for 
average aOd below average production levels, but markedly less frequent for above
averale production. However, the frequency of high rates ■0« fDrodOction lfvels 
(annual change in net worth was $10,000 or more) increased as production leve
increased.
6/ Cattle rankings were based on the national average calving percentage, 
estimated at 90 percent. The corresponding enterprise rankings were:
Above average - greater than 95 percent calving
Average = 85 to 95 percent calving
Below Average — less than 85 percent calving
Table 66.
Page 62
n ^ r ,PROGRESS BY RATE OF PRODUCTION
BORROWERS EXITING FmHA PROGRAMS, 1977
Average Annual 
Change in Net Worth 
(1977 Dollars)
Operating Loan Program 
Percent of all Borrowers
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average .
Ownership Loan Program 
Percent of all Borrowers"
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
Rate of Production
Above State 
Average Average
Below State 
Average
16 54 30
—Percent of Borrowers-
12 23 2338 35 6325 19 14
13 15 012 8 0
$ 5,787 $ 3,978 $ 438
14 58 28
-Percent of Borrowers—
0 19 200 14 5060 29 300 14 0
40 24 0
$12,723 $10,756 $ 2,1852
Interest in Improving Productivity
associated11 W?  Str0" ^
productivity becomes an important prerequisite for progress.’ *" lmProvlnS
sssts £ zssasx&f* '*;s'Jasttsa:
Quality o f the Farm Record System
£ ' A ' “ r S S " ' " “a r a ;  ^  w  = ~
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(table 68). This association was most evident in the FO program, where the greater 
size and complexity of borrowers' farms makes a good farm record system increasingly
important.
Table 67. PROGRESS BY LEVEL OF INTEREST
IN IMPROVING PRODUCTIVITY 
BORROWERS EXITING FmHA PROGRAMS, 1977
Average Annual Interest in Improving Productivity--------
Change in Net Worth Very Little
(1977 Dollars) Interested Interested Interest
Operating Loan Program
Percent of all Borrowers 20
Negative 15
$0 to $4,999 23
$5,000 to $9,999 19
$10,000 to $14,999 23
$15,000 and over 19
Overall Average $ 8,096
Negative
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average $13,386
57 23
Percent of Borrowers— ----- -—
26 34
39 42
17 14
8 7
10 3
$ 3,232 $ 423
56 20
Percent of Borrowers— ---- - --- -
21 33
26 27
26 20
7 13
19 7
$ 6,869 $ 3,300
Ownership Loan Program
Percent of all Borrowers 24
6
28
28
17
22
Factors Influencing Borrower Success
The second measure used to determine the degree of accomplishment by FmHA 
borrowers was success. The criteria for borrower success were based on graduation to 
a commercial lender. Successful borrowers either had graduated to a commercial 
lender, or had left farming while in a financial position strong enough to graduate. 
Unsuccessful borrowers were those who had discontinued their relationship with 
FmHA as a result of financial difficulties. They had either sold some or all of their 
farm resources in order to repay their loans; or their loans had been foreclosed or 
written o f f . The various subcategories of borrower success and failure are presented 
in table 69.
Sixty-eight percent of borrowers in the OL program and 85 percent in the FO 
program were successful (table 69). It is evident that some successful borrowers 
in the FO program were reluctant to graduate to other lenders, in spite of their strong
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overall financial position. Only 27 percent graduated of their 
program, compared to 40 percent in the OL program.
own accord in the FO
Table 68. PROGRESS BY FARM RECORD SYSTEM 
BORROWERS EXITING FmHA PROGRAMS, 1977
Average Annual 
Change in Net Worth
(1977 Dollars)
Quality of Farm Record Syst
Good to
Excellent Fair
em
No Records
Kept
Operating Loan Program 
Percent of all Borrowers 35 37 29
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
11
34
23
18
14
$ 7,166
32
32
15
11
10
$ 2,267
35
45
11
3
6
$ 781
Ownership Loan Program 
Percent of all Borrowers 43 36 21
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
0
30
27
12
30
$13,374
— Percent of Borrowers— 
26 
19 
33 
15 
7
$ 4,674
44
31
13
6
6
$ 1,622
The results in table 69 are based on block 1 data; 1,653 borrowers. All 
subsequent analysis of borrower success is based on analysis of block 2 data, as was the 
analysis of borrower progress.
The association between financial progress and borrower success is not as 
comprehensive as might be expected, despite the similarity between the proportion of 
successful borrowersjtable 69) and the proportion of borrowers making real financial 
progress (table 42). While success" per se is closely related to financial progress, the 
relationship is not perfect (table 70). Financial progress is only one element of 
borrower success. Forty-four to 49 percent of the borrowers who made real net worth 
progress were classified, as unsuccessful. Other factors such as increases in nominal 
asset values, debt servicing ability, production management and financial management 
are also important determinants of borrower success. The factors used to study 
borrower progress were also used to determine the elements of borrower success.
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Table 69. REASON FOR SEVERING RELATIONSHIP WITH FmHA§/ 
BORROWERS EXITING FmHA PROGRAMS, 1977
Farm Operating Farm Ownership 
Loan Program Loan Program
Successful Borrowers 
Graduated-borrower's decision 
Graduated at FmHA's request 
Graduated-other lender's request 
Left far ming-financially sound
Unsuccessful Borrowers 
Left farming-financiaily unsound 
Sold resources to repay loan 
Loan foreclosed 
Loan written off
--Percent of Borrowers
39 27
9 37
6 8
14 13
68 85
16 10
8 5
1 b
7 b
32 15
a/ Block one data (1,653 observations),
b/ Less than one percent.
Table 70. RELATIONSHIP BETWEEN SUCCESS AND 
FINANCIAL PROGRESS
BORROWERS EXITING FmHA PROGRAMS, 1977
Average Annual 
Change in Net Worth 
(1977 Dollars)
Successful Unsuccessful
Borrowers Borrowers
Operating Loan Program 
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
-------Percent of Borrowers--— -
21 51
32 38
22 6
a/13
12 5
$ 5,245 $ -498
Ownership Loan Program 
Negative 
$0 to $4,999 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Overall Average
- -------Percent of Borrowers-
16
25
30
14
16
$ 8,257 $
56
22
11
0
11
586
a/ Less than 0.5 percent.
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Region
a ■ 7?J boJ£ ioan programs southern borrowers had the lowest success rates (tables 71 
and 7i)* The highest success rates were achieved by western borrowers in the FO 
program, and northern borrowers in the OL program. However, particularly in the OL 
no^th^d thSrf  WTh lttle d,lfference between the success rates of borrowers in the 
n rn lltc  These results are simiiar to those obtained in the analysis of borrowerpro^r0SSfl
Table 7 l - GENERAL FACTORS INFLUENCING FmHA SUCCESS
BORROWERS EXITING FmHA OPERATING LOAN PROGRAMS, 1977
Farm
Characteristics
Success Rate
(%)
Region
North 82
South 77
West 80
Farm Type 
Tobacco 94
Beef-cow calf 70
Dairy 61
Cash Grain 91
Hog 91
Post-loan Tenure Status 
Owners 84
Part Owners 86
Tenants 78
Farm Type
• the *arm t naluyZud for the OL Pr°g rarTh borrowers with hog, cash grain,
and tobacco farms had the highest success rates followed by beef-cow/calf and then 
dairy operations (table 71). In the FO program borrowers with cash grain farms 
were again highly successful, while beef-cow/calf and dairy operations had lower (but 
similar) success rates (table 72). VUUI
. .. Ia general, the relationship between farm type and borrower success was similar
to that found with borrower progress. The exception was that tobacco farmers in the
otherr t £ amh g, SUCCeSS rat6S in Spite 0f poor fin^ncial progress. Factorsother than changes in real net worth thus appear to have a more important influence 
on the success or failure of these tobacco farm borrowers.
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T . 7o TFNERAL FACTORS INFLUENCING FmHA SUCCESS
BORROWERS EXITING FmHA OWNERSHIP LOAN PROGRAMS, 1977
Farm
Characteristics
Success Rate 
(%)
Region
North
South
West
93
77
100
Farm Type
Beef-cow/calf
Dairy
Cash Grain
81
83
100
Post-loan Tenure Status 
Owners 
Part Owners 
Tenants
87
85
89
Post-Loan Tenure Status
Both within and between loan programs there was little 
r„ tpq different tenure categories. Although part owners and tenant 
rapid rates o6f progress (increlses in net worth) their frequency of success was very
similar to that of full owners.
Adequacy and Quality o f Physical Resources
In his 1971 study of successful and unsuccessful Operating Loans, Evans paid 
scant attention to the influence of physical resources. He merely observed that 
"successful" borrowers tended to have better land, buildings and machinery than
"unsuccessful" borrowers.
The influences of soil quality, building quality and machinery qua,nity on
iX T S is Kf JKSS 3
having access to adequate, medium quality resources.
Fmm the analysis of borrower progress it was evident that real net worth
resources can be obtained without incurring an excessive repayment burden.
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Table 73. RELATIONSHIP BETWEEN RESOURCE
FACTORS AND SUCCESS
BORROWERS EXITING FmHA OPERATING LOAN PROGRAMS, 1977
Resource
Factor
Success Rate 
(96)
Soil Quality
High 100
Medium 83
Low 58
Building Quality
High 90
Medium 84Low 72
Machinery Quantity
txcess 90
Adequate 87
Inadequate 60
*■ RELATIONSHIP BETWEEN RESOURCE
FACTORS AND SUCCESS
BORROWERS EXITING FmHA OWNERSHIP LOAN PROGRAMS, 1977
Resource
Factor
Success Rate
(%)
Soil Quality
High
Medium
Low
Building Quality
High
Medium
Low
Machinery Quantity 
Excess
Adequate
Inadequate
93
91
69
100
86
82
100
91
79
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Pre-Loan Total Assets
The level of pre-loan total assets had only a modest influence on borrower 
success (table 75 and 76). Borrowers with the highest pre-loan level (over $100,UUUJ 
were somewhat more likely to succeed than those with low or medium pre-loan assets. 
This was particularly the case for OL borrowers. Given FmHA's policy of lending up 
to 100 percent of available security, this result is not unexpected. For most situations 
FmHA should be able to lend sufficient funds to allow control of an adequate resource
base.
Beginning Value of Resources Controlled
For each of the two loan programs, an increase in the beginning value of 
resources controlled was generally associated with an increase in borrower success. 
The resources counted in this analysis exclude land that is owned since the value ot 
rented or leased land was unavailable.
The results suggest that the level of resources available to the borrower is 
important to borrower success, although perhaps not quite as important as its 
influence on borrower progress. Interestingly the adequacy and quality of resources 
seem to have a larger impact on borrower success than the level of resources 
controlled, suggesting that quality may be more important than quantity.
Beginning Equity Ratio
Leveraging, as measured by the borrower's beginning equity ratio (equity as a 
percent of assets), had a different impact on borrower success than it did on borrower 
progress where lower equity ratios were generally associated with higher rates of net 
worth gain. In each of the two loan programs, success rates increased as the equity 
ratio increased, reaching a maximum success rate at 50 to 74 percent equity. Success 
rates then declined markedly for borrowers with equity ratios of 75 to 100 percent.
This result indicates that leveraging may enhance borrower success in the same 
way as it enhances borrower progress; by providing access to additional productive 
resources. However, the lower success rates of borrowers with less than 50 percent 
equity likely reflects the impact of cash flow problems that higher indebtedness 
usually brings. Although higher leveraging results in higher rates of net worth growth, 
it also results in cash flow requirements that even the higher income, that is likely 
coincident with the net worth growth, could not meet on some farms. In other cases, 
the increased net worth growth likely resulted from increased asset values which could 
not easily be used to provide cash flow.
Beginning Asset and Debt Structure
Asset structure showed some association with borrower success. Borrowers for 
whom real estate assets comprised 50 to 74 percent of total assets had the highest 
success rates. Farms with asset ratios above or below this range had lower success
rates.
This implies that including some land in the initial asset mix did contribute to 
success, even for OL borrowers. However, when real estate makes up over 75 percent 
of the asset values, both progress (table 52) and success decline sharply. Debt 
structure had no consistent influence on borrower success.
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Table 75. RELATIONSHIP BETWEEN FINANCIAL
FACTORS AND SUCCESS
BORROWERS EXITING FmHA OPERATING LOAN PROGRAMS, 1977
Financial
Factor
Success Rate 
(%)
Pre-Loan Total Assets
50 to $4,999 76
$50,000 to $99,999 74
$100,000 and over 86
Beginning Resources Control leda/
SO to $24,999 76
$25,000 to $49,999 78
$50,000 and over 83
Beginning Equity Ratio
0 to 24% 76
25 to 49% 81
50 to 74% 92
75 to 100% 69
Beginning Asset Structure!*/
U to 24% 74
25 to 49% 75
50 to 74% 86
75 to 100% 78
Beginning Debt Structured
0 to 24% 74
25 to 49% 79
50 to 74% 91
75 to 100% 79
Beginning Total Net Cash Income^/
$0 to $9,999 79
$10,000 and over 82
Beginning Off-Farm Income^/
SO to S2,499 81
$2,500 to $4,999 76
$5,000 and over 83
Excludes the value of any land owned. Beginning refers to the immediate post 
situation. r
Ratio of real estate assets/totai assets.
Ratio o f real estate debt/total debt.
For year immediately following first loan*
a / 
loan
y
c/ 
d /
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Table 76. RELATIONSHIP BETWEEN FINANCIAL FACTORS
AND SUCCESS
BORROWERS EXITING FmHA OWNERSHIP LOAN PROGRAMS, 1977
Financial Success Rate
Factor (96)
Pre-Loan Total Assets 
$0 to $49,000 
$50,000 to $99,999 
$100,000 and over
Beginning Resources Controlled^/
85
85
89
$0 to $24,999 — — 77
$25,000 to $49,999 92
$50,000 and over 90
Beginning Equity Ratio
0 to 24% 85
25 to 49% 83
50 to 74% 100
75 to 100% 88
Beginning Asset Structures^/
0 to 24% 85
25 to 49% 83
50 to 74% 93
75 to 100% 73
Beginning Debt Structure^/
0 to 24% 94
25 to 49% 63
50 to 74% 94
75 to 100% 82
Beginning Total Net Cash Income^/
$0 to $9,999 90
$10,000 and over 83
Beginning Off-Farm Income^/
$0 to $2,499 93
$2,500 70
a/ Excludes the value of any land owned. Beginning refers to the immediate post­
loan situation.
b/ Ratio of real estate assets/total assets. 
c l  Ratio of real estate debt/total debt, 
d/ For year immediately following first loan.
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Beginning Cash Income
T o ta l net cash Incom e earned during the f irs t  year im m ed ia te ly  fo llow in g  the 
loan had l i t t le  in flu ence on borrow er success. The results (tab les 75 and 76) ac tu a lly  
in d ica te  no e f f e c t  fo r  OL borrow ers and an inverse e f f e c t  for FO  borrow ers. It 
appears that f ir s t  year incom e is not su ffic ien tly  co rre la ted  w ith a verage  incom e 
throughout the period  o f FmHA borrow ing to  seriously in flu ence farm  business success.
_ Unlike the analysis o f O L  borrow er progress, an increase in o ff- fa rm  incom e 
urmg the f ir s t  year a fte r  the loan was not associated  w ith an increase in the le v e l o f  
success. There  was no rea l re lationsh ip  betw een  o ff- fa rm  incom e and success fo r  
these ^borrowers. H ow ever, a correspondence did em erge  in the FO  program , where 
success ra tes  decreased  as o ff - fa rm  increased, s im ilar to results o f  the analysis o f 
borrow er progress. Thus, i f  o ff- fa rm  incom e has any im pact, it  appears to ex e rt i t s e lf  
through its n ega tiv e  Im pact on the borrow ers a tten tion  to  the farm  business. Success
o f the farm  business may frequ en tly  requ ire  com p le te  a tten tion  to the farm  
en terprise .
Arc at Time of First Loan
Evans found that successful borrow ers tended to be younger, less experien ced  
and have sm aller households than unsuccessful borrow ers. Success rates tend to  be 
higher fo r  young borrow ers (tab les  77 and 78). Thus, in sp ite o f  the tendency o f 
younger borrow ers to. exp erien ce  a higher incidence o f  loss in rea l net w orth  they  have
higher a verage  le ve ls  o f progress (tab les 58 and 59), and are m ost lik e lv  to  be 
successful. }
Level o f Forma! Education
Evans also found that successfu l borrow ers w ere  s ligh tly  b ette r educated, w ith  
6Q percen t having a high school education  com pared to  66 percen t fo r  unsuccessful 
.borrow ers. H ow ever, he did not consider any o f these associations strong enough to be 
s ign ifican t.
In both loan program s, borrow ers w ith  a high school education  had a d istinct 
advan tage com pared  to  those w ith  an e lem en ta ry  education . H ow ever, add itional
c o lle g e  le v e l education  did not enhance success rates.
These results corresponded to  the in flu en ce o f  education  on borrow er progress 
as a high school education  was also associated  w ith  the best financia l progress. Again , 
the d eg ree  o f  adverse  se lection  that occurs am ong c o lle g e  graduates lik e ly  explains at 
least part o i  the lack  o f  a pos itive  in flu ence from  h igher education .
Household.Size at Time of Application
In the O L program , success rates d iffe r e d  m in im ally  betw een  d iffe ren t household 
s ize  ca tego r ie s . The highest success ra te  occurred  w ith  a household o f  four to  six
persons, correspond ing to  the household s ize  associa ted  w ith  the g rea tes t borrow er
progress.
Am ong FO  borrow ers, the in flu en ce o f  household s ize  on borrow er success also 
corresponded to  tha t o f  household s ize  on borrow er progress, A  household o f one to  
th ree  persons ach ieved  the h ighest ra tes o f  both borrow er progress and success.
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Table 77. RELATIONSHIP BETWEEN PERSONAL
FACTORS AND SUCCESS
BORROWERS EXITING FmHA OPERATING LOAN PROGRAMS, 1977
Success Rate
(%)
Beginning Age 
Less than 35 years 
35 to 54 years 
55 years and over
Formal Education 
Elementary 
High School 
College
Beginning Household Size 
1 to 3 persons 
4 to 6 persons 
7 or more persons
Agricultural Education
None
High School Vo-Ag 
Young Farmer Program 
College/Technical College
Pre-Loan Farm Experience
I to 5 years 
6 to 10 years
I I  or more years
Type of Pre-Loan Experiences?:/ 
School Years!/
Working Experience^/
Full Management
82
75
69
59
85
85
78
80
76
75
89
65
78
84
61
80
78
83
77
a/ Highest level achieved.
b/ Worked on a farm while at high school and/or grew up on a farm, 
c/ Worked on a farm after high school.
Thus, all other things being equal, smaller households seem more (desirable than large, 
particularly in the FO program. It appears that the lower family living requirement of 
the smaller family more than offsets the value of added labor (on- or off-farm) that 
large families provide. There may also be a correlation between age and family size m 
that younger operators, who are more likely to be successful, are likely to have 
smaller families.
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Table 78. RELATIONSHIP BETWEEN PERSONAL
FACTORS AND SUCCESS
BORROWERS EXITING FmHA OWNERSHIP LOAN PROGRAMS 1977
Success Rate 
(%)
Beginning Age 
Less than 35 years 89
35 years and over 82
Formal Education 
Elementary 64
High School 86
College 80
Beginning Household Size 
1 to 3 persons 91
4 or more persons 84
Agricultural Education
None 84
High School Vo-Ag 100
Young Farmer Program 70
Coliege/Technical College 86
Pre-Loan Farm Experience 
1 to 5 years 84
6 to 10 years 60
11 or more years 96
Type of Pre-Loan Experience3/ 
School Yearsk/ 81
Working Experience^/ 92
Full Management 86
ji' Highest level achieved.
“ / forked  on a farm while at high school and/or grew up on a farm. 
y  Worked on a farm after high school.
Agricultural Education
Agricultural education had a modest and somewhat nonuniform influence on 
borrower success. On average (weighted), those with agricultural training succeeded
Percent of the time compared to 75 to 84 percent for those without
agricultural education.
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For those borrowers who had obtained some form of agricultural education, high 
ichool vo-ag programs were associated with higher success rates than college level 
agricultural education. This could be caused either by adversb selection among college 
graduates or by a tendency among college graduates to push to a higher risk financial 
position.
Farm Experience
The duration of pre-loan farm experience does not appear to be a criterion for 
success. More than five years experience had inconsistent effects on the frequency of 
success. This result is somewhat counter to that for borrower progress where the least 
experienced borrowers had the highest overall rates of financial progress (table 6^). 
For many borrowers additional experience frequently represents additional years as a 
hired employee. An additional five years of such experience may effectively represent 
one year of experience repeated five times. Further, those who require more years to 
get into a position to start farming are apparently less aggressive and, thus, 
experience less rapid growth but their stability has an offsetting impact resulting in 
little net impact on success.
Type of Pre-Loan Experience
As with borrower progress, there was a weak association between the level of 
pre-loan farming experience and borrower success. The highest success rates were 
associated with working experience rather than full management experience in both 
loan programs. This may reflect the result of adverse selection among established 
farm operators. Those less likely to succeed may be more likely to incur financial 
problems that make them unable to obtain credit elsewhere and, thus, eligible for 
FmHA financing. Such a situation, particularly early in a borrower’s career, may be 
difficult for county supervisors to separate from financial difficulties that are truly 
not the fault of the borrower.
Management Factors
For each of the management variables examined there was a very strong 
association between improved management and borrower success (tables 79 and 80). 
Perhaps the most striking result is the extent to which below average management was 
detrimental to borrower success. Both production rates per se and interest in 
improving those production rates were highly correlated with success. Clearly, 
"trying” to improve yields is inadequate. Actually achieving high yields is what 
contributes to success.
This result has serious implications for the FmHA loan analysis process. Data 
should be collected on each potential borrower's rates of production and interest in 
improving those rates of production. Although actual rates of production would be 
available only for those with existing farming activities, this represents a large 
proportion of FmHA borrowers. Those potential borrowers without a production 
history should be required to provide evidence of their interest in improving 
productivity. Attendance at extension or other meetings on production technology is 
one example of such interest.
The strongest relationship observed in this study is that between quality of 
records maintained and frequency of success (tables 79 and 80). Only slightly over half
RELATIONSHIP BETWEEN MANAGEMENT
FACTORS AND SUCCESS
BORROWERS EXITING FmHA OPERATING LOAN PROGRAMS, 1977
Management
Factor
Success Rate
(%)
Rate of Production
Above State Average 100
State Average 84
Below State Average 71
Interest in Improving Productivity
very interested 100
Interested 84
Little Interest 52
Farm Record System
Good to Excellent 91
Fair 88
No Records Kept 53
Table 80- RELATIONSHIP BETWEEN MANAGEMENT
FACTORS AND SUCCESS
BORROWERS EXITING FmHA OWNERSHIP LOAN PROGRAMS, 1977
Management Success Rate
Factor (%)
Rate of Production
Above State Average 100
State Average 89
Below State Average 75
Interest in Improving Productivity
Very Interested 100
Interested 86
Little Interest 73
Farm Record System
Good to Excellent 100
Fair 87
No Records Kept 63
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of those borrowers who did not have a good record system were ultimately successful. 
There is undoubtedly some correlation between record keeping and the rates of 
production achieved since records are frequently instrumental in monitoring and, thus, 
improving production rates.
As a government funded creditor of last resort, there is little basis for not 
making the maintenance of reasonable record keeping system a requirement of any 
FmHA loan. Success clearly requires the high production rates achievable by a modern 
up-to-date business. Operation of such a business requires a good record keeping 
system. The adoption of Coordinated Financial Statements for Agriculture is a step in 
the right direction in that these statements provide for an appropriate summarization 
and analysis of a set of records. This system does not, however, substitute for the 
basic record of daily financial and operating statistics which provide the data for 
completion of this set of statements. The Coordinated Financial Statements 
substitute for the Farm and Home Plan but not for the "green book", ledger or other 
basic record keeping system.
The results elicited in this analysis are very similar to those obtained by Evans. 
He too found a strong association between borrower success and management ability, 
especially financial management. Successful borrowers were also more receptive 
toward changes in farming technology.
SUMMARY AND CONCLUSIONS
An analysis of the three major Farmers Home Administration farmer loan 
programs (Operating, Ownership and Emergency) was conducted using data from the 
borrower's original application form, Farm and Home Plans and a supplemental 
questionnaire completed by county supervisors. This analysis included an assessment 
of the characteristics of new borrowers, the attributes and performance of continuing 
borrowers, and the degree of success and progress achieved while receiving FmHA 
assistance by those who graduated or severed their relationship with FmHA for other 
reasons.
New Borrowers
Operating and Ownership Loans
The basic conclusion that new FmHA OL and FO program borrowers "comprise a 
special group who apparently could not have obtained similar loans from other sources" 
(Herr, 1970) did not change during the decade from the late 1960s to the late 1970s. 
The proportion of young borrowers, under 35 years of age, increased to over half of ail 
new borrowers. Although about one-sixth of these borrowers had less than an eighth 
grade education, about one-quarter had some level of college training. About half 
received agricultural education in high school but over one third had no agricultural 
education.
Borrowers in both loan programs tended to be either tenants or part owners with 
tenancy most common among OL borrowers. The proportion of borrowers who were 
tenants was basically unchanged (40 percent for OL and 25 percent for FO) between 
the 1960s and 1970s.
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Two-thirds and three-quarters of the FO and OL borrowers, respectively, had 
less than $100,000 (1977 dollars) in total assets. The relative size of farms served by 
FmHA increased modestly during the last decade, particularly for FO borrowers. 
Although resource quality was generally average or good, over one-third of the 
buildings, 20 percent of the machinery and about 30 percent of the land was judged to 
be fair or poor in quality. Contrary to the expectations of many people, excess 
machinery was a problem on relatively few farms.
Nearly one-half of the operators and one-third of their spouses worked o ff the 
farm. Nonfarm income accounted for half of total cash income. Total net cash 
income averaged $8,000 for FO borrowers and $10,000 (1977 dollars) for OL borrowers.
One-half and two-thirds of FO and OL borrowers, respectively, maintained fair 
or poor quality records. While there are no comparative statistics for prior years, this 
represents a very low standard of achievement for farmers who expect to improve 
their financial position.
The income and equity leveis of new OL and FO borrowers is modest. Over 75 
percent of all new borrowers had annual net cash incomes of less than $5,000 and only 
about 10 percent had cash incomes above $10,000. Over half of OL borrowers and 40 
percent of FO borrowers had a total equity of less than $25,000. Less than two 
percent of all new borrowers had cash incomes over $10,000 and over $100,000 of 
equity.
Surprisingly, over 25 percent of all new borrowers exhibited little interest in 
improving the productivity of their farm business. Given the rapid rates of technical 
change occurring in agriculture, this does not bode well for future borrower success.
Overestimating future income appears to be a severe problem among new 
borrowers. Although expected income was close to required payments, actual first 
year cash flow was much less than planned. Since this implies a problem for both 
borrower and lender, county supervisors should receive more intensive training in cash 
flow estimation and should be required to take a more active role in estimating future 
cash flows for new borrowers.
Emergency Loans
The characteristics of new EM borrowers tend to be between those of the 
average U.S. farmer and the average FmHA OL and FO borrowers. This apparently 
occurs because of the natural sifting that occurs among potential EM borrowers. 
Those eligible for EM loans include all farmers who suffer natural disaster losses. 
Presumably the characteristics of this group would be similar to the U.S. farm 
population since natural disaster would be expected to strike all groups equally. Of 
those who might qualify for such loans some of the largest and more progressive 
farmers will have sufficient resources and independence that they will not apply for 
EM loans and others will not be able to satisfy the test for credit. Also, farmers with 
other FmHA loans, such as OL and FO loans, will be very likely to apply and meet the 
test for credit. Further, in assisting such borrowers supervisors may use EM dollars to 
fund operating costs and investments that cannot be funded with other program funds 
due to program restrictions, lending limits or unavailability of funds.
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Emergency Loan borrowers were younger than average U.S. farmers. Emergency 
Loan borrower’s general and agricultural education was similar to that of FO and OL 
borrowers: 15 percent had less than eight years of schooling, 25 percent had some 
college education, half received agricultural training in high school, and about 60
percent of those who went to college studied agriculture.
Nearly half of the EM borrowers were part owners and 30 percent were tenants. 
This is a lower level of ownership than occurs in average U.S. agriculture where only 
29 percent were part owners and 13 percent were tenants.
Resources owned by EM borrowers average about 80 percent of the U.S. average 
farm. They have about twice as much acreage and investment as OL and FO 
borrowers, but the quality of resources used was similar for all three programs. About 
13 percent had assets in excess of $4-00,000.
Nearly one-third of all operators and one-third of ail spouses worked o ff the 
farm. Average earnings of those working o ff the farm was $7,800 for operators and 
$4,900 for spouses, indicating that o ff farm income makes an important contribution 
to net income on many farms. In the year of application, which for many would be the 
year the disaster loss occurred, average cash income was $13,000.
The quality of records maintained by EM borrowers was quite similar to that of 
borrowers in the other programs. Given the importance of records in providing 
effective credit supervision, raising the record keeping standards of all borrowers
appears justified.
Emergency Loan borrowers tend to be highly leveraged. Only about one-third 
had net worth in excess of $100,000 and a like proportion had equity of less than 
$25,000. Surprisingly, 30 percent expressed little interest in improving the
productivity of their businesses.
Continuing Borrowers
The age distribution of continuing borrowers in all three loan programs tended to 
be similar to the U.S. farm population except for a somewhat higher incidence of 25 to 
34 year olds and a lower representation of those over 55 years.
Education levels of continuing borrowers is similar to that of new borrowers. 
There does not appear to be an education level that results in stagnation of borrowers 
with FmHA as their lending source. Those with no agricultural education were 
somewhat more predominant among continuing borrowers than new borrowers.
The quality of resources used by continuing borrowers was only modestly better 
than that of new borrowers. Although some upgrading of quality would be expected 
over time, either little progress is being made or those who are able to upgrade quality 
graduate to other lenders. Similarly, the quality of records maintained appear to 
improve little as a result of FmHA affiliation.
Continuing FO and OL borrowers generally owned a modest level of total assets. 
Thirty and 52 percent, respectively, had less than $100,000 in total assets. A t the 
other end of the spectrum only two to four percent of these borrowers owned over
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$500,000 of assets. Clearly these programs are not providing significant credit to 
wealthy" farmers. Twenty-seven percent of EM borrowers had total assets of less 
than $100,000 while 11 percent had over $500,000.
Equity levels were also generally modest relative to the amount of equity that 
would normally be required to capitalize a commercial farm business. Relatively few 
OL borrowers (17 percent) had over $100,000 of equity and only one percent had over 
$300,000 net worth. A much higher percentage (39 percent) of FO and EM borrowers 
(^3 percent) had equity in excess of $100,000 and 11 percent of EM borrowers had over 
$300,000 equity.
Low net cash incomes predominate among FmHA borrowers. Nearly half of the 
borrowers in the three programs had net incomes of less than $10,000. Total cash 
income on 30 to 40 percent of the farms was less than committed total debt 
repayment. Although high-income low-equity borrowers likely represent the best 
credit risk for qualifying FmHA borrowers, few continuing borrowers have these 
characteristics.
The number of borrowers who have the financial capacity to graduate to other 
sources of credit but continue with FmHA in order to continue receiving a low interest 
rate appears modest and is confined primarily to FO and EM borrowers. Assuming that 
farmers with an excess of $20,000 net incomes and $100,000 of equity include the pool 
of borrowers who could graduate, 17 percent of EM and 14 percent of FO borrowers 
are potential candidates. Although other farm and borrower characteristics could be 
expected to keep some of these people from graduating, a significant portion of these 
borrowers likely could be graduated. Given the high leverage position and larger size 
of EM borrowers and the fact that they have recently experienced a loss, the 
"graduation problem" is likely greatest among FO borrowers.
At the other end of the scale, 14 percent of FO and EM borrowers and 23 percent 
of O f  borrowers were judged as marginal (may not succeed) or unlikely to succeed. 
While an absolute standard for an agency that is designed to finance high risk 
borrowers is unavailable, the number of basically unsuccessful borrowers does not 
appear to be unusually high.
The distribution of borrowers by level of success to date is quite uniform for 
borrowers who have received FmHA assistance for different periods of time. Those 
who remain after a long period of funding have about the same likelihood of success as 
new borrowers.
Over half of the continuing borrowers who'had received FmHA assistance for 
more than five years had made essentially no improvement in net cash income during 
that period. Surprisingly, this is especially true for EM borrowers who should be able 
to make progress since their change in income is generally being measured against a 
year of disaster losses. Although this income measure does not include inventory 
increases, the frequency of limited improvement is quite high.
About one-quarter, of OL and EM borrowers with six to 10 years of FmHA 
assistance and about 15 percent of all other borrowers with over five years assistance 
had achieved little or no increase in real net worth. This degree of lack of net income 
improvement is not out of line with either the supervisor evaluation of progress nor 
the frequency of net improvement that would be expected for a lender of last resort.
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Combining the supervisor evaluation of borrower success and the level of 
improvement in income and net worth, it appears that FmHA does have a number of 
borrowers who have made practically no improvement in their financial position during 
their period of FmHA assistance. However, the number is not out of line with
reasonable expectations for a lender of last resort and, more importantly, FmHA does 
not appear to be accumulating an unreasonably large group of "losers" who are 
continuing to draw on the public coffers with little chance of graduation to 
nongovernment credit sources*
Graduated and Terminated Borrowers
About 68 percent of OL borrowers and 85 percent of FO borrowers were 
successful in that they either graduated to another lender or left farming in a 
financially sound position. For a lender of last resort, this rate of success for FO 
borrowers was quite good. The rate of success for OL borrowers, however, could only 
be called acceptable. Given the high risk borrower the program is designed to serve, a 
high rate of success would not be expected. However, even in its current imprecise 
state, loan evaluation procedures should allow a somewhat higher success rate. This 
implies that supervisors should be given more training in loan analysis and political 
influence on the selection process should be eliminated.
The most important factor influencing borrower success is productivity of the 
business or rates of production. Borrowers with below state average rates of 
production were much less likely to succeed and had much lower rates of net worth
growth than borrowers with higher production levels.
Given the importance of production rates in eventual success, production rates 
should be made a part of the evaluation process for borrowers with existing farm 
operations. Also, credit supervision should include a focus on methods of improving 
production rates. Two factors that are also highly correlated to success and related to 
rates of production are "interest in improving productivity" and "quality of farm 
record keeping system maintained." Both of these factors may be influenced by the 
county supervisor and at least interest in improving productivity may be observed at 
loan analysis time, even for potential farmers who are not yet in business.
Supervisors should be able to ascertain the level of interest in improving 
productivity by borrowers who are currently farming by observing their frequency of 
attendance at extension and other meetings where methods of improving productivity 
are discussed and their interaction with industry representatives who may be able to 
provide guidance. Supervisors could also develop a list of questions for potential 
borrowers who are not farming to determine the applicants level of technical 
knowledge and their interest in improving production rates. The importance of the 
record keeping system to the success rate likely implies that FmHA should establish 
higher record keeping standards for ail borrowers. Although some potential borrowers 
view this as an infringement upon their freedom to run their business as they see fit, a 
good record keeping system is a minimum standard for any business and any lender who 
does not require such is asking for trouble.
Borrowers with poor quality soil, building and machinery resources have low 
success rates compared to borrowers with either average or high quality resources.
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This result has two implications for FmHA. First, financing should not be provided for 
borrowers desiring to start farming with low quality resources. Such financing is not 
in the borrowers best interest. Second, when FmHA takes resources into inventory 
either through voluntary conveyance or foreclosure, the quality of those resources 
should be carefully assessed. If quality is poor, the resources should be sold and new 
FmHA borrowers should not be provided funds for purchase of the resources. Although 
this process may slightly increase the short-run write-off losses of FmHA, long-run 
losses will be lower and FmHA will not be perpetuating "failure mills" for unsuspecting 
potential farm entrants.
The pre-loan quantity of resources controlled was not related to net worth 
progress and higher levels of pre-loan assets increased the probability of success only 
modestly. The level of assets controlled after the first FmHA loan was related to 
progress in that a higher level of assets resulted in higher rates of net worth growth 
for borrowers starting with less than $75,000 of nonland assets. Over this same range 
of assets more beginning resources generally resulted in higher rates of ultimate 
success.
Some post high school farm experience appears to improve success rates 
somewhat. However, more than five years did not improve performance. Apparently 
a point is reached where added years of experience represents repetition rather than 
added capabilities or perspective.
The highest rates of increase in net worth occurred for borrowers with the 
highest leverage. Average annual rate of increase in real net worth was about $5,000 
per year higher for those starting with zero to 24 percent compared to 50 to 75 
percent initial equity. However, this highly leveraged situation is also a high risk 
situation and many of these borrowers are unable to generate the cash flow necessary 
to make the business succeed even when significant progress is being made. The 
highest rate of ultimate success occurred for borrowers with a 50 to 75 percent equity 
position.
O ff farm employment tended to draw needed resources from the farm business 
and result in lower rates of net worth growth and success on FO farms. However, the 
results were much more mixed on OL farms where off-farm income frequently made a 
very positive contribution to the business.
Younger borrowers are generally more successful than those that are over 35 
years of age at the time of their first FmHA loan. These young borrowers had the 
highest average rates of net worth growth and the lowest failure rates. This 
phenomenon likely results from some adverse selection among borrowers. Borrowers 
who obtain their first FmHA loan after they are 35 years of age likely have other, 
nonfinanciai, reasons for not reaching that point with their farm business until they 
reach that age.
Borrowers from the south tended to be somewhat less successful than those from 
the north or west. Formal education beyond the 8th grade level contributed 
significantly to success. Neither asset or debt structure appear to be related to
success.
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